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FINANCING WAR WITHOUT INFLATION 


we we are debating how much 
taxes should be increased and to 
what extent we can reduce the inflation- 
ary gap by borrowing larger amounts 
from the public, Canada is setting a fis- 
cal pattern which might usefully’ be 
studied in this country. In the current 
fiscal year the Canadian government may 
perform the financial miracle of the war 
by meeting practically all of its budget- 
ary expenditures from non-inflationary 
sources. The picture is as about as fol- 
lows: 

The Canadian government will spend 
about $5.5 billion in the fiscal year 1943- 
1944. Although this amount is small 
by United States’ standards, it will re- 
present more than half the Dominion’s 
national income, which is approximately 
the same ratio as for the United States. 
Half of the expenditures will be raised 
through taxation, which includes stiff 
personal income and corporate income 
taxes and heavy excise taxes. The de- 
ficit of $2.7 billion will be covered main- 
ly by borrowings from non-inflationary 
sources. The Fourth Victory Loan Drive, 
just completed, has yielded approximate- 
ly $1.3 billion. All of these securities 
were sold to the public and institutions 
other than commercial banks. The Fifth 
Victory Loan Drive is scheduled to take 
place later in the fiscal year, and it is 
highly probable that a similar amount 
will be raised in that campaign. If such 
a goal is attained, it will mean that there 


will be recourse to the banks only to the 
extent that such securities are resold to 


them by the public. This will indeed be 


a remarkable fiscal record—one of the 
most remarkable of any belligerent na- 
tion. 

Several aspects of the sales of secur- 
ities to the public are particularly inter- 
esting. More than 2,600,000 subscrip- 
tions were received to the Fourth Vic- 
tory Loan, as compared with more than 
two million for the Third Victory Loan 
late last year. This represented approxi- 
mately one subscription for every 4% 
persons in the Dominion. 

How were these people reached? The 
banking community, with its network of 
hundreds of branches, carries a signifi- 
cant portion of the load and is paid a 
commission by the government for its 
participation in these drives. The bulk 
of the sales, however, were made by sales- 
men of security houses, insurance sales- 
men and an army of general salesmen, 
all of whom were paid a modest com- 
mission. The total overall cost of these 
sales has been less than 1%. In other 
words, the Canadians have made good 
use of existing machinery for distribu- 
tion of securities and are receiving back 
big dividends in the form of a sharp re- 
duction in the volume of excess purchas- 
ing power and hence in the pressure for 
price rises. The Canadian experience 
indicates that where there is a strong 
will to fight inflation, it can be done. 
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SUBSIDIES — AN AID TO 


HERE has been a great deal of con- 

fused thinking on the subject of sub- 
sidies in this country, largely resulting 
from the fear that subsidies will be used 
to cover up inadequacies in some sections 
of the inflation-control program or be 
used for political purposes. The fact 
that other controls have been used in 
this way lends much credence to this 
fear. Despite these dangers, subsidies 
—properly used—do have a definite role 
to play in our war economy, provided a 
sincere and effective wage-price control 
policy is followed. Several kinds of sub- 
sidies should be distinguished. For ex- 
ample, there seems to be no disagreement 
that specific subsidies can be employed 
usefully to stimulate the marginal pro- 
duction of copper, lead and zinc and thus 
avoid the increase in war costs which 
would attend a general rise in the prices 
of these products. Most of the objec- 
tions appear to be against the use of 
subsidies in connection with the roll-back 
of prices. 


The manner in which the program has 
been handled by the administration is 
partly responsible for the dissatisfac- 
tion with the subsidy program. Thus 
the failure to coordinate the roll-back 
of meat prices and the announced subsi- 
dy program has resulted in a disruption 
of the flow of meat to the market. More- 
over, there is a serious question whether 
subsidies could be effective in products 
which do not have a limited number of 
sources or fabricators. With a product 
like meat, for instance, the supply is not 
controlled adequately by the government. 
The Canadians have refused to pay gen- 
eral subsidies on meat because of the 
administrative problems involved. It is 
interesting to note that many of the op- 
ponents of subsidies have approved the 
huge subsidy aggregating some $250 
million annually paid to finance the 
higher cost of shipping petroleum and 
gasoline by railroad rather than by 
tanker. It seems hard to justify the 
payment of this substantial sum when 
the alternative would be an increase in 
gasoline prices of about two cents per 
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PROPER PRICE CONTROLS 


gallon, especially since such an increase 
in gasoline prices would be borne to a 
large extent by workers whose incomes 
have expanded substantially or by bus- 
inesses which in many cases have only a 
relatively small outlay for this product. 


Despite these questionable situations, 
there are other circumstances in which 
subsidy payments could prove very use- 
ful. Thus, if through adequate measures 
of price control and rationing a real price 
“line” can be created, then subsidies can 
be used to prevent a _ break-through. 
However, only if the leaks in the form 
of wage and farm price increases are 
closed can subsidies be effective in hold- 
ing the line. Otherwise they will be- 
come simply an insidious and indirect 
means of financing further inflation re- 
sulting from the political handling of the 
wage and farm problems. It is not 
enough to say that subsidies cannot be 
used because the other conditions noted 
above are not right. Every effort must 
be made to correct the inadequacies of 
wage and farm price control and fiscal 
policy in order to avert the major catas- 
trophe of a serious inflation. An im- 
portant tool in this attack on inflation is 
subsidies but subsidies must be used as 
part of a broad program to prevent in- 
flation and not as a substitute for other 
controls. 


Filling Out TFR-500 


In completing Form TFR-500 on which 
persons subject to the jurisdiction of the 
United States are required to report all of 
their interests in property in foreign coun- 
tries as of May 31, 1943, fiduciaries will find 
a collection of questions and answers pre- 
pared by the Foreign Exchange Committee, 
140 Broadway, New York, of great help. 
This information, prepared after consulta- 
tion with the Treasury Department, indi- 
cates which of the several series of the 
Form must be used and the situations in 
which executors and trustees must file re- 
ports. 
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RESERVES FOR MACHINES — WHY NOT FOR MEN? 


URING the war: high wages, plenty 

of jobs open, riding in the driver’s 
seat, with “freedom from want” for any- 
one who wants a job. 


After the war: a lot of reshuffling of 
jobs and possible lack of employment for 
many, fear of reduced wages or still 
higher costs of living, and general lack 
of “security.” 


That is what the average war worker 
and a good many others see in the pic- 
ture. There is a failure to see the one 
all-important alternative: losing the war 
or dragging it on for years of attrition 
and loss of lives, our morale and our 
hopes. 


So the result is that, while most work- 
ers are the finest craftsmen and the es- 
sence of patriotism, effectiveness of war 
production and their sense of urgency 
are being dangerously diluted by the 
rising attitude of “getting while the get- 
ting is good.” The extreme of this is 
the conclusion that there’s no hurry 
about getting the war over with, it may 
only work us out of a job or onto W.P.A. 
so we’ll take it easy and if the boss 
doesn’t like the way we work, why the 
devil with the job, we’ve got some extra 
dough and when we want to get more 
there’s another job just around the cor- 
ner at fancy wages. Meantime, why 
save with all this talk of inflation and 
prices going up every week and things 
getting scarcer? Let’s blow it now and 
enjoy life. 


And just what are we going to do to 
stop this defeatism, this retreat on the 
home front? A good deal; if managers 
will follow the lead of our abler indus- 
trialists in restoring incentives to pro- 
ductivity, and labor and government will 
support them. Otherwise, why do more 
than the other fellow? Some union reg- 
ulation and even laws only get you in 
dutch if you do a super job. 


But this isn’t enough by itself. The 
basic fear of post-war insecurity re- 
mains to be met fairly and courageously. 
Ever since the industrial revolution there 
has been too big a segment of capital- 


ists and even managers who had more 
regard for the machine than for the 
man. This is changing, but the change 
is not yet completed, as a little reflection 
will show. Compare the buying of a 
modern machine with the hiring of an 
employee: the executives or top techni- 
cians study every specification of the 
blueprint and tests of a machine; hiring 
policies differ. Imagine a good plant 
manager or foreman allowing his plant 
and machines to be neglected in main- 
tenance and repair; working and health 
conditions of the worker are surely as 
important, yet some plants have yet fail- 
ed to provide such care. True, the 
machine will not quit or strike (if cared 
for) but evidence from such companies as 
Lincoln Electric shows that the same is 
true of men. 


Obsolescence of the machine has been 
provided for as a matter of course—man- 
agement which did not set up adequate 
reserves would be classed as incompetent 
and unreliable; aren’t reserves for hu- 
man depreciation as important? Pen- 
sion trusts, health and unemployment 
insurance have recently come into more 
general adoption, but there is much to 
be done here. In fact, one of the great- 
est assurances that industry could give 
to employees naturally concerned with 
their condition after the war would be 
to establish post-war security funds as 
a prime objective. 


If we are to change the “during-and- 
after” attitude of laborers, the best pos- 
sible provision needs to be made to allay 
fears and misgivings and set up a real 
nest egg. Walter Reuther of the 
U.A.W. and others have shown progres- 
sive foresight in urging consideration of 
this “post-war planning for labor.” Con- 
tributions to such human reserves should 
be encouraged by management, labor and 
government; what better use could be 
found for excess wages or profits? Such 
provision for security would also go far 
to stabilize wages since demands for in- 
creases partly reflect this lack now. It 
is just good business, for to the extent 
that they are made, it becomes a greater 
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advantage to the company to continue 
post-war employment, employees are con- 
tributing, along with industry, to their 
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own assured decent living, and the na- 
tion will gain in the increased produc- 
tivity now and when peace comes. 


SHORTAGE OF LABOR OR “FREEDOM TO WORK?” 


F the effectiveness of the home pro- 

duction front were a match for that 
on the military fronts, Allied victory 
would be far quicker and less costly in 
lives and in living conditions. But the 
picture of inefficiency, waste and loss of 
vital time caused by practices in some 
labor quarters must bring joy to our 
enemies as it brings confusion to our- 
selves. Strikes and other absenteeism 
are the most dramatic and visible evi- 
dences of our failure to put our national 
machine in high gear, but there are 
other, more insidious but equally damag- 
ing handicaps; particularly the anti- 
public make-work rules and jurisdiction- 
al disputes of various labor unions. The 
lack of a business-like labor policy and 


Wasn’t Somebody Going To Fix 
That Bridge? 


© The N. Y. Herald-Tribune 


its courageous enforcement on the part 
of the Administration has provided a 
fertile soil for these forms of sabotage. 
It will continue to do so as long as peo- 
ple are viewed as voters instead of as 
producers. 


No amount of sweet-talk and “appeals” 
—as the coal strike has demonstrated 
so clearly—will eradicate the basic causes 
of deadly delays and disputes. Statistics 
showing increased employment and work- 
hours must be measured against state- 
ments of men who know what is actually 
taking place in the “arsenals of dem- 
ocracy,” and the figures of vital produc- 
tion. Thanks to the majority of laborers 
and managers who are doing a superb 
job, and to the finest capital equipment in 
the world, new records of production are 
being made, labor-management commit- 
tees, research and technicians have 
made possible such achievements as the 
cutting of man-hours for making medium 
bombers from 70,000 to 13,000. 


But on the other side are the scandal- 
ous revelations of union restrictions by 
“featherbedding” rules as portrayed by 
the results of ship-yard investigations 
published in the June Readers Digest, 
and other make-work rules, some abetted 
by federal law, which require employ- 
ment of many unnecessary men. Equally 
vicious and unfair to the abler workers 
is the widespread practice of forcing 
them to hold down their production to 
the levels of the least efficient. These 
practices should be intolerable to the Ad- 
ministration, yet little action has been 
taken to correct them and assure the 
speediest delivery of war goods to the 
front. 


The winning of wage increases has 
seemed of more moment than productiv- 
ity to win‘the war. The lackadaisical 
attitude on the part of many recent em- 
ployees in vital industries is reflected in 
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the high ratio of absenteeism, in the re- 
ported indifference to their work and in 
resistance to opportunities to speed pro- 
duction. Capt. Eddie Rickenbacker and 
William Green are but two of many au- 
thorities who have publicly stated that, 
given the freedom from restrictive regu- 
lations or the will-to-work, we could often 
double our production in many lines with 
the present labor supply. We would add 
to that, removal of restrictions on incen- 
tives for increased productivity, to the 
advantage of the public as well as of 
the abler workers. 

It is perhaps natural that in the rush 
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to build up a labor force, the less effi- 
cient should be drawn in and there should 
be difficulty in coordinating mushroomed 
departments. But the time has arrived 
for a weeding out process within industry 
and elimination of the legal and extra- 
legal restrictions. As this is done, and 
the catching up period passes—with some 
lines already exceeding both the avail- 
able shipping space and the military 
goals—we may find the “manpower short- 
age” fancy instead of fact. The sense 
of urgency and the will-to-work are pos- 
sibly greater problems than physical 
labor limitations. 


$7 BILLION A MONTH FOR WAR 


URING the fiscal year ending June 

30th, the production of war goods 
in the United States reached heights 
that few believed could be attained so 
quickly. Prodigious quantities of arma- 
ments, including guns, tanks, planes, 
ammunition and ships, were produced 
and the weight of these armaments is 
now being felt on the battlefields of all 
the Allies. The immense strides made 
during this past year are evidenced by 
the expenditure of more than $72 billion 
for war purposes, as compared with only 
$26 billion a year earlier. Because of 
price changes, these data do not reflect 
pro rata changes in quantities produced. 
From a rate of spending of about $5 
billion monthly last July, the total is 
now exceeding $7 billion and during the 
fiscal year to come will probably reach 
the staggering total of $9 billion per 
month. Some idea of the magnitude of 
this rate of spending may be obtained 
when it is realized that these totals ex- 
ceed the total national income in the 
pre-war years. Moreover, the total 
spending of more than $100 billion pro- 
jected for the fiscal year 1943-1944 will 
exceed the national income in 1929 by 
about 25%. 

In addition to these war expenditures 
approximately $6 billion was spent for 
other purposes. Notable changes in 
non-war expenditures have included a 


decrease of more than $700 million in 
expenditures for W.P.A. and Civilian 
Conservation Corp., and an increase of 
$500 million in the interest cost of the 
sharply expanded federal debt. Despite 
the great expansion in agricultural net 
income from $4.5 billion in 1939 to al- 
most $10 billion in 1942—and it is high- 
er this year—we still spent approxi- 
mately $800 million for continuation of 
the peacetime subsidies to this group. 
It may be noted on this point that while 
there has been much agitation concern- 
ing the payment of subsidies to hold 
down the prices paid by consumers, the 
critics of subsidies have been vocifer- 
ously silent concerning the payment of 
this $800 million in the face of record 
income of farmers. 


Total revenues for the fiscal year 
1942-1943 aggregated approximately $23 
billion or only 30% of the total spend- 
ing. This is substantially lower than 
proportions of about 50% reported for 
both Canada and England during the 
same period. In addition, whereas these 
countries financed their remaining 
needs largely from non-banking sources, 
we have continued to rely very heavily 
upon the sale of securities to the banks 
with the attendant inflationary dangers. 
Although the final figures are not yet 
available, it seems probable that of the 
$55 billion deficit during the year end- 
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ing June 30th more than half was 
financed by the sale of securities to 
banks; or, to put it another way, more 
than one-third of the funds spent were 
raised by the sale of securities to the 
banks as compared with about 15% in 
Canada and Great Britain. 


One of the major problems calling for 
courageous action by Congress and the 
Treasury is to devise a program which 
will reduce substantially this great de- 
pendence upon the banks. The recent 
suggestions by the Treasury that up to 
25% of our incomes should be set aside 
for the purchase of war bonds, if actual- 
ly adopted by large segments of the 
population, would be a major step in the 
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right direction. However, it is vital 
that a much larger proportion of our 
spending be financed by increased tax 
revenues. Although some additional 
funds may be raised by jumping the in- 
come tax, many students are now agreed 
that only by a heavy sales tax would the 
necessary diversion of funds to the 
Treasury take place. The adoption of 
such a tax, possibly at the rate of 20 or 
25%, would perform the two-fold pur- 
pose of adding to the Treasury’s rev- 
enues and curtailing the demand for 
many products. A stiff fiscal program 
to drain off excess buying power must 
be formulated and adopted soon or it 
will be too late to prevent “just a little 
inflation” from getting out of hand. 


FOOD CRISIS — NEED FOR CENTRALIZED AUTHORITY 


HAT has happened to rubber, 
petroleum, manpower and other 
major fields of the war effort, as a result 


of confusion among multiple bosses, is 
now coming to a head in the critical 


food situation. Mr. Chester Davis sum- 
marized the problem successfully in his 
letter of resignation when he stated “I 
find that I have assumed a public re- 
sponsibility while the authority, not 
only over broad food policy but day to 
day actions, is being exercised else- 
where.” 


Demand for appointment of a food 
czar has arisen because of the critical 
shortages and disturbances to the flow 
of food products which have developed 
as a result of this indecisive and unco- 
ordinated policy. The President, how- 
ever, has announced that he is opposed 
to such authority. One aspect of the 
problem was highlighted by Governor 
Dewey when he pointed out that milk 
production in New York would adverse- 
ly be affected because of the price fixed 
for corn. Although it is well known 
that the farmer may send his corn to 
the market either as corn or as hog, 
depending upon which will yield him the 
highest return, the Governor pointed 


out that the ceiling price on corn is 
$1.05 a bushel, while, if the farmer sells 
it in the form of hogs, he receives $1.45 
a bushel. Under these circumstances, 
it is clear that an inadequate supply of 
feed will be available to the dairy farm- 
ers of New York, as well as other States. 


This serves to highlight the fact that 
shortages can be created of made worse 
by inappropriate price ceilings. This 
can have other repercussions as was in- 
dicated by the necessity of closing a 
very large starch manufacturing plant, 
which was working mainly on war con- 
tracts, because it did not have enough 
corn for its operations. The unbalance 
in food supplies, created by our inade- 
quate price policy, is also reflected in 
the reports that while a famine has de- 
veloped in meat at the retail level, rec- 
ord increases in the amount of livestock 
on the hoof have been taking place. 
However, it has been impossible for 
these animals to be marketed because 
of the relatively low price of meat in 
relationship to that of livestock. These 
illustrations may be multiplied for other 
food products. 


It seems clear to many observers that 
one of the basic difficulties arises be- 
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cause several agencies exercise author- 
ity over foods. In England and Canada, 
as well as in other important belligerent 
countries, controls are organized along 
commodity lines, that is, all controls 
affecting a particular product are hand- 
led by the same agency, manned by ex- 
perienced food producers and distribu- 
tors. Under such an‘arrangement the 
War Food Administration would have 
complete authority over’ rationing, 
prices, subsidies, and supplies of all 
food products. 

Not only would such a move make it 
possible to coordinate controls more 
effectively but it might play a distinct 
role in the battle against inflation in 
another way. If the same agency which 
is responsible for the production of food 
is also made responsible for the prices 
at which this food is made available to 
the consumer, it will be less willing to 
pay excessively high prices to the farm- 
ers. Moreover, such an arrangement 
would make clear the exact role which 
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subsidies may have to play in this pic- 
ture. 

This is no time or place for political 
coquetry; a firm policy as well as a firm 
hand to keep down costs at the source 
is needed. As has been pointed out 
many times, food is one of our most im- 
portant weapons on both home and war 
fronts. If appropriate measures are not 
taken immediately to prevent a further 
deterioration, a more serious food crisis 
will develop. 


en 


Life Insurance and Inflation 


It is estimated by the Institute of Life 
Insurance that premium payments on life 
insurance policies will total $4,450,000,000 
this year, an increase of $200,000,000 over 
1942. The Institute cites these figures as * 
indicative of the influence of life insurance 
in diverting money from spending into sav- 
ings channels and the consequent anti-in- 
flationary tendency. 


Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 
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FIDELITY- PHILADELPHIA 
Trust CoMPANY 


Organized 1866 


Statement of Condition, June 30, 1943 


ASSETS 


Cash on Hand and due from Banks 
Loans 
Investments: 
U. S. Government Securities 
State, County and Municipal Securities 
Other Investments 
Mortgages Owned 


Investment in Fidelity Building Corporation __ 


Real Estate Owned 

Vaults, Furniture and Fixtures 
Accrued Interest Receivable 
Prepaid Taxes and Expenses 
Cash and Transient Collections 
Other Assets 


Capital 
Surplus 


Undivided | NRE RRS NE 

Reserve for Contingencies, etc, __--.---------_---_--__ 
Reserve for Interest, Taxes, etc. __-.__-.._--.__________ 
CREE A See ae 


United States Deposits 
Other Deposits 


$ 43,133,620.82 
33,207,653.69 


61,546,386.02 
9,424,198.78 
23,309,679.70 
2,749,119.71 
3,182,342.95 
2,989,399.80 
1,215,497.13 
735,798.47 
245,588.00 
851,702.86 
121,862.02 


$182,712,849.95 


$ 6,700,000.00 
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FREE ENTERPRISE—PAST AND FUTURE 


An Appraisal of Business Cycles and the “‘ Mature” Economy 


EDUARD HEIMANN 
New School for Social Research, New York City 
Author of “Communism, Fascism or Democracy?” 


OWHERE in the world is the 

record of free enterprise more 
brilliant than in this country. The 
opportunity was tremendous, and 
free enterprise lived up to it. It 
developed and peopled a_ contin- 
ent in the span of a few genera- 
tions, and raised the standard of 
living of the people while multiply- 
ing their number, tenfold and 
more. 


But two problems have arisen 
with the growth of this system. The 
first, the social problem, is taken 
care of only in part by the rise of 
productivity which we owe to free 
enterprise. But justice cannot be 
depended upon to be an automatic 
by-product of productivity. Oppor- 
tunity became more and more lim- 
ited; the percentage of those who 
climb up the social ladder has de- 
creased from generation to genera- 
tion. This should be a serious warn- 
ing to those who honestly believe in 
free opportunity and fair play. 
Free enterprise should never have 
come to mean the closed shop of 
the rich. 

The second problem is that of employ- 
ment, or of the business cycle. It had 
a definite shape in most cases between 
the Napoleonic wars and the First World 
War; throughout that century it was 
represented by a waveline fluctuating 
around an upward trend line, whether in 
terms of output or income or employ- 
ment. Thus it lent itself to a highly 
optimistic interpretation, as brilliantly 
expounded by Sombart, the great his- 
torian of capitalism, and by Schumpeter, 
its great theorist. The business cycle 


appeared to them as the specific mode in 
which the system of free enterprise 
grows: prosperity encourages any pro- 
ject, and depression puts it to the test 
and weeds out what is not healthy, but 
does it in such a way as to leave a net 
gain from the total cycle. Accordingly 
the favorite theory of the cycle was that 
of capital shortage: growth and expan- 
sion of the system were punctuated when- 
ever the financial means became short , 
and drove the rate of interest upwards so 
as to destroy the profits from weaker 
businesses, old and new. 


Business Cycles and Heavy Industry 
Development 


OOKING more closely one could dis- 
cern that any upswing took a new 
invention or industry as its basis and 
fed on the new potentialities thereby 
made available. Railroads, electricity, 
chemistry, and automobiles—the innova- 
tions which changed the face of the 
earth, are readily recalled as sustaining 
this thesis. It needs no explanation to 
understand that orders for the equipment 
of a continent with railroads provided the 
heavy industries with the fullest utiliza- 
tion, and the financial markets with their 
greatest opportunity. But there was no 
mysterious law to guarantee the auto- 
matic resumption of the upward move- 
ment after a recession. The idea of an 
intrinsic periodicity had to be given up; 
each upswing had now to be explained by 
its own merits. In this sense the aban- 
donment of the idea of periodicity was 
the first breach in the nineteenth-century 
optimism regarding the growth of free 
enterprise. 

The fundamental fact which emerges 
from these considerations is the dynamic 
character of the system of free enter- 
prise, dynamic in the very specific sense 
that its most characteristic feature is 
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the extraordinary size of the heavy in- 
dustries, that is, of the machine-building 
industries, which, of course, include steel 
and coal. It has been estimated that a 
hundred years ago the output of con- 
sumers’ goods was five times that of 
producers’ goods, and that today they 
are approximately equal in normal times, 
although consumers’ goods have enorm- 
ously increased since that time; they 
could do so as a consequence of the even 
much more rapid growth of producers’ 
goods. 


Dependency on Growing Market 


O be available for investment in bus- 

iness, money must be withheld from 
expenditure on consumption goods, 
otherwise there cannot be expansion. 
(We disregard the method of meeting 
this demand by newly created money, 
that is, inflation which forces people to 
save by raising prices and thus reducing 
the purchasing power of those who do 
not get the additional money.) 


The size of the machine-building indus- 
tries has been geared to the pace of this 
expansion and intensification of produc- 
tion (expansion meaning the growth of 
industry to cover wider areas and more 
men, and intensification meaning the 
growth of per capita equipment; in 
most cases the two going hand in hand.) 
A machine which was built last year still 
survives this year and will serve for sev- 
eral more years before replacement be- 
comes necessary; hence this year’s ma- 
chine is not designed to replace last 
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year’s machine but is added on top of 
it, for expansion. 


Only as the system expands, changes 
and intensifies, can our machine-building 
industries be fully utilized. This is not 
due to the technical nature of these in- 
dustries but is determined by their size. 
The total system has grown with a 
rapidity which required this formidable 
size of the machine-building industries; 
given now that size they can prosper 
only if the system continues to grow at 
that pace. 


Static Frontiers 


E must distinguish two possible 

extremes of an industrial system. 
The first, just described, is ours. The 
second is altogether different: it is a 
non-dynamic system, having in the past 
grown and attained a high level of po- 
tential productivity and becoming static 
when there is no increase in population 
and the standard of living is accepted as 
satisfactory. Such a “stationary” state 
may be repugnant to the taste and aspir- 
ations of some but cannot be summarily 
rejected, provided people’s energies and 
ambitions are given an outlet in some 
other direction of achievement. Under 
these conditions no additional machine 
is installed or can be financed; all that is 
needed is replacement or improvement 
of existing machines as they become ob- 
solete, and the size of the machine- 
building industries is geared to the 
annual obsolescence quota. 


This system can even be progressive 
and competitive; the standard of living, 
although regarded as satisfactory, can 
still rise. It will not do so in the way 
typical of the dynamic system, that is, 
by intensification of capital equipment 
per worker, but only by what may be 
called capital-saving devices (which in- 
clude some labor-saving devices), which 
make a machine more efficient in terms 
of output without making it heavier or 
costlier. A costlier machine requires a 
new capital outlay; a capital-saving ma- 
chine can be installed out of the re- 
placement fund for its predecessor. 
Hence, no new money is invested, and 
no net national savings are needed or 
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have a place in this system. People con- 
sume their incomes and prices cover 
costs including depreciation. 


Can We Maintain the Dynamic System? 


CONOMIC crises in the nineteenth 

century were ascribed to lack of 
savings to sustain investments that were 
already under way and had to be inter- 
rupted. The crisis of 1929 and its af- 
termath in the long drawn-out depres- 
sion of the thirties are attributed to lack 
of investment outlets for the huge 
amounts of savings available. If savings 
diminished at the same time that invest- 
ment opportunities did, the investment 
market would retain balance; less sav- 
ings would mean more demand for con- 
sumption goods; and less investment and 
building of new machines would mean 
that more material and labor are avail- 
able for the production of consumption 
goods. But few people save with a view 
to a well defined investment; most peo- 
ple save with a view to having more 
money available in a personal emergency 
or contingency or to increasing their 
“investments” and the pleasure or power 
they may derive therefrom. The dis- 
crepancy between savings and invest- 
ments is our problem. (If a man “in- 
vests” his money in a share or bond he 
buys from another man at whatever quo- 
tation, the investment of the buyer is 
offset by the disinvestment of the seiler; 
no net investment has taken place. What 
the maintenance of our dynamic system 
requires is new orders to the machine- 
building industries.) 

The economic debate on savings and 
investments centers around this point. 
Savings are independent of investments 
and not sure at all to find an outlet in 
new uses. Since they reduce consump- 
tion they actually lead to a shrinkage of 
total demand and total activity unless 
offset by an increase of the demand for 
investment goods. 

We may be in for the most tremendous 
wave of new investments. In fact some 
of the bitterest critics of the system of 
free enterprise seem inadvertently to 
lend it the strongest support when they 
point out that the new technological de- 
velopments prompted by the war favor 


big business and monopoly more than all 
previous innovations have done. For a 
technological development to favor big 
business means that it requires such cap- 
ital amounts as are not available to 
smaller firms. It means that deprecia- 
tion funds are not sufficient to pay for 
the new orders, that additional invest- 
ments are required. Should this come to 
pass we shall have plenty of worries in 
behalf of the middle class and the work- 
ing class, but we need not worry about 
full employment. 


This is far from certain, however. 
What can be seen and has been amply 
discussed by the TNEC is that many of 
the most modern machines are of the 
capital-saving type, that is, ean be built 
out of mere replacement funds. This in 
itself proves nothing, however; the new 


products may find such an enthusiastic - 


reception as to demand a growing total 
investment even though the individual 
machine is comparably light. There 
is one less favorable factor in the event 
that the new machines are lighter than 
the old ones; we would lose the factor 
of intensification. But we may sstill 
have expansion and it may well suffice 
for full employment. 


A second argument of the sceptics ap- 
pears to be much more substantiated. 
The downward trend of the birth rate, 
which cannot indefinitely be balanced by 
a downward trend of the death rate, sud- 
denly came to public attention. Less peo- 
ple need less goods, on the one hand, and 
less productive equipment, on the other. 
Hence this came as a great discourage- 
ment. 
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Professor Schumpeter objects that it 
is a confusion between physical needs 
and economic demand to infer that only 
an increase of the population will stim- 
ulate production; childless people would 
use the money set free by their childless- 
ness for the satisfaction of luxury needs. 
But this means, in the first place, that 
they would be in a much better position 
to save. In the second place, a shift of 
demand can very well be the source of 
much trouble if the new direction of de- 
mand requires less productive capital 
than the other line of demand would have 
done. Large families need, and demand, 


more dwelling space than childless people. 


and can afford less books or luxuries; 
apartments, however, are the most capi- 
tal-absorbing of all products, and those 
alternative goods require relatively little 
capital. It is generally recognized that 
no prosperity of the past was ever full- 
grown unless accompanied by a building 
boom. The abrupt awakening of the 
people to population-consciousness anti- 
cipates this decrease of opportunity for 
capital investment, however dimly, and 
becomes a powerful element in the 


spreading “crisis-consciousness,” which 
makes people hesitant. 


The premise, however, is doubtful. The 
birth rate has shown a distinct upward 
movement since the beginning of the 
war. This may be a war phenomenon, 
for the duration, or it may be a symp- 
tom of the rallying of the democratic 
spirit and vitality after many years of 
moral decay. Should the new population 
trend prove to be permanent, then again 
we need not worry about full employment 
under a system of free enterprise. But 
no one can settle the question now. 


A third argument of the sceptics is 
the trend to economic nationalism. One 
of the apparently insatiable investment 
outlets of the nineteenth century was the 
industrialization of pre-industrial struc- 
tures and countries. The wild scramble 
for colonial markets and political heg- 
emonies over them must be understood 
in this light. Many held that economic 
imperialism was vital and that capital- 
ism would break down when this oppor- 
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tunity was exhausted. This has not 
come true; the unprecedented boom of 
the twenties rested less on capital ex- 
ports than any preceding boom and was 
even accompanied by a spectacular con- 
traction of the geographical area at the 
disposal of free enterprise. Soviet Rus- 
sia and China would have offered an 
immense field of private investments to 
the Western machine-building industries 
in a normal capitalist development; but 
they decided to modernize their economic 
systems by economizing on their own 
resources and cutting down their con- 
sumption rather than by capital im- 
ports from the rich countries. This did 
no harm in the twenties, but the break- 
ing away of the two giant countries and 
the imitation they are likely to find 
from other undeveloped countries nar- 
row down the field of potential invest- 
ment and to this extent contribute to- 
ward a sceptical outlook. 


Spending vs. Saving 


HE existing structure of our econ- 

omy is geared to high investments, 
although we may be unable to maintain 
the rate of investment necessary to fully 
utilize it. The alternative, in case we 
cannot do so, seems to be a high con- 
sumption economy. But a high rate of 
consumption can be established only if 
the people want it, not as an economic 
principle but in their individual de- 
cisions on the use to be made of their 
incomes. Our trouble can be summar- 
ized in the simple proposition that, as 
we get richer, we need less additional 
goods and want to save more money. The 
first half sentence accounts for the diffi- 
culty in finding investment outlets, which 
always means either an expansion or an 
intensification of production. The sec- 
ond half accounts fer the necessity of 
finding such outlets to balance the sav- 
ings. But precisely because we do not 
want to consume the whole of our addi- 
tional incomes we cannot invest in a 
future increase of consumption. The 
impossibility of a high consumption 
economy, then, is only the other side of 
the impossibility of a high investment 
economy. 
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And it is not free decisions reversible 
at will which determine the high rate 
of savings. This habit has become in- 
stitutionalized, that is, frozen into insti- 
tutional arrangements and legal obliga- 
tions. Professor Hansen has enumer- 
ated them: life insurance, social secur- 
ity, amortization payments on mort- 
gages, sinking funds on industrial assets, 
and undistributed profits. The latter 
could be distributed, but it is doubtful 
to what extent they would then be spent 
by the shareholders, even if it be as- 
sumed that the furious resistance to such 
distribution could be dissuaded. 


Full Employment the Post-War Test 


T seems to follow that, should free 

enterprise not succeed in finding 
enough investment-absorbing technical 
progress for full employment, the gov- 
ernment would have to step in. This 
would not be a question of good or bad 
will on the part of the government; any 
government of whatever party would 
have to intervene. For since the people 
have learned from this war that full 
employment can be had they will not 
content themselves with a system that 
does not satisfy this fundamental need. 


Such intervention could again take 
either one of two opposite forms, or 
could combine both. It could either be 
in the form of public investments in non- 
profit-bearing lines of production or in 
public consumption, which is in schools, 
hospitals, parks, etc., on top of the in- 
adequate private consumption. In neither 
case need that intervention be harmful 
to the business of free enterprise in the 
then existing volume. It would not be 
a system of free enterprise any longer, 
to be sure, because free enterprise would 
no longer be as vigorous as it used to be. 
One can measure its vigor only by the 
amount of its investments. not by the 
vehemence of its public and private de- 
clarations. The system would be a mixed 
economy, and there is no logical reason 
why its two sectors should not be able 
to live in mutual respect and peace, apart 
from the “border” frictions unavoidable 
under any system. The people might de- 
cide that they want both, the free enter- 
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prise sector for liberty and the public 
sector for full employment. Whether 
such a peaceful mixed order can be es- 
tablished would depend, in a large meas- 
ure, on the spokesmen of free enterprise; 
their claims should strictly be in propor- 
tion to their performance—that is, they 
should not claim exclusive economic con- 
trol unless they can give reasonably full 
employment. Whether they can, this 
writer does not pretend to know. 


Private’s Pay is $1,700 


The O.W.I. has published an estimate by 
Rep. Patman that a buck private in the 
Army receives the equivalent of $1,700 a 
year, as follows: 

Soldiers’ cash income at $50 a month, 
$600; food, figured at $1.50 a day, $574.50; 
barrack shelter ($10 monthly), $120; equip- 
ment and replacement, $170; medical, den- 
tal and hospital care, $100; saved on life 
insurance, $63.40; saved on cigarettes, 
$10.95; saved on laundry, $32.50; saved on 
postage and barber bills, $28.65. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, June 30, 1943 


RESOURCES 


CasH AND DUE FROM BANKs. .... . . . .$ 943,768,352.68 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED . . . eae ee hy ke. 0 eee 


STATE AND MUNICIPAL SECURITIES . . .... . 77,379,783 .82 
STOCK OF FEDERAL RESERVE BANK ...... . 6,016,200.00 
I a ae ee ge ge 122,814,076.28 
Loans, DiscOUNTS AND BANKERS’ ACCEPTANCES . . 717,908,709.96 
Rs Se ae 36,215,027.42 
ES ee nee eee 5,432,358.29 
teen eS Sas er ee gtr St gy 7,327,882.90 
CUSTOMERS’ ACCEPTANCE LIABILITY. . .... . 4,101,112.50 
I cca eee ee ae we we ae 12,979 .244.50 


LIABILITIES 
CAPITAL FUNDS: 
CapiTaAL StocK. .. . . ~- ~- $100,270,000.00 
. “.- .* a. #-s6-ce-« See 
UNDIVIDED PROFITS. .... . 49 842,417.63 
$ 250,382,417.63 
DIvIDEND PAYABLE AuGuUsT 2, 1943 ..... . 5,180,000.00 
RESERVE FOR CONTINGENCIES. . ...... « 15,252,664.25 
RESERVE FOR TAXES, INTEREST, ETC. . . . .. . 5,855,792.88 
DEPoOSITs . Sea es at ess ae 8 4,193,352,244.27 
ACCEPTANCES OUTSTANDING . . . $ 10,019,894.95 
Less AMOUNT IN PoRTFOLIO . . 5,540,766.71 4,479,128.24 


LIABILITY AS ENDORSER ON ACCEPTANCES AND FOREIGN 
RE. hate Reece ae ge wake wee ee 41,573.12 
ne ae eee ee 8,062,614.75 
$4,482 ,606,435.14 
United States Government and other securities carried at $741,894,297.50 are pledged to 


secure U. S. Government War Loan Deposits of $513,420,301.82 and other public funds 
and trust deposits, and for other purposes as required or permitted by law. 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


The Road Away 


N these doubtful and anxious days, 

look which way you will, the road 
ahead seems darkened by shadows 
which portend dangers of many 
kinds; it is only common prudence 
that we should look about us and at- 
tempt to assess the causes of distress 
and the most likely means of remov- 
ing them. 

There must be some real ground 
for the universal unrest. It is not to 
be found in superficial politics or in 
mere economic blunders. It probably 
lies deep at the sources of the spirit- 
ual life of our time. It leads to revo- 


lution; and perhaps if we take the 


case of the Russian Revolution, the 
outstanding event of its kind in our 
age, we may find a good deal of in- 
struction for our judgment of present 
critical situations and circumstances. 


What gave rise to the Russian Revolu- 
tion? The answer can only be that it 
was the product of a whole social system. 
It was not a sudden thing; it had been 
gathering head for several generations. 
It was due to the systematic denial to the 
great body of Russians of the rights and 
privileges which all normal men desire 
and must have if they are to be contented 
and within reach of happiness. The lives 
of the great mass of the Russian people 
contained no opportunities, but were 
hemmed in by barriers against which 
they were constantly flinging their spir- 
its, only to fall back bruised and dispirit- 
ed. Only the powerful were suffered to 
secure their rights or even to gain access 
to the means of material success. 

It is to be noted as a leading fact of 
our time that it was against ‘capitalism’ 
that the Russian leaders directed their 
attack. It was capitalism that made them 


From Revolution 


see red; and it is against capitalism 
under one name or another that the dis- 
contented classes everywhere draw their 
indictment. 

There are thoughtful and well-in- 
formed men all over the world who be- 
lieve, with much apparently sound rea- 
son, that the abstract thing, the system, 
which we call capitalism, is indispensable 
to the industrial support and development 
of modern civilization. And yet everyone . 
who has an intelligent knowledge of 
social forces must know that great and 
widespread reactions like that which is 
now unquestionably manifesting itself 
against capitalism do not occur without 
cause or provocation; and before we com- 
mit ourselves irreconcilably to an atti- 
tude of hostility to this movement of the 
time, we ought frankly to put to our- 
selves the question: Have capitalists gen- 
erally used their power for the benefit of 
the countries in which their capital is 
employed and for the benefit of their fel- 
low men? 

Is it not, on the contrary, too true that 
capitalists have often seemed to regard 
the men whom they used as mere instru- 
ments of profit, whose physical and men- 
tal powers it was legitimate to exploit 
with as slight cost to themselves as pos- 
sible, either of money or of sympathy? 
Have not many fine men who were 
actuated by the highest principles in 
every other relationship of life seemed to 
hold that generosity and humane feeling 
were not among the imperative mandates 
of conscience in the conduct of a banking 
business, or in the development of an in- 
dustrial or commercial enterprise? 

And, if these offenses against high 
morality and true citizenship have been 
frequently observable, are we to say that 
the blame for the present discontent and 
turbulence is wholly on the side of those 
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who are in revolt against them? Ought 
we not, rather, to seek a way to remove 
such offenses and make life itself clean 
for those who will share honorably and 
cleanly in it? 


EMOCRACY has not yet made the 

world safe against irrational revolu- 
tion. That supreme task, which is no- 
thing less than the salvation of civiliza- 
tion, now faces democracy insistent, im- 
perative. There is no escaping it, unless 
everything we have built up is presently 
to fall in ruin about us; and the United 
States, as the greatest of democracies, 
must undertake it. 

The road that leads away from revolu- 
tion is clearly marked, for it is defined 
by the nature of men and of organized 
society. It therefore behooves us to study 
very carefully and very candidly the 
exact nature of the task and the means 
of its accomplishment. 

The nature of men and of organized 
society dictates the maintenance in every 
field of action of the highest and purest 
standards of justice and of right deal- 
ing; and it is essential to efficacious 
thinking in this critical matter that we 
should not entertain a narrow or techni- 
cal conception of justice. By justice the 
lawyer generally means the prompt, fair, 
and open application of impartial rules; 
but we call ours a Christian civilization, 
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and a Christian conception of justice 
must be much higher. It must include 
sympathy and helpfulness and a willing- 
ness to forgo self-interest in order to 
promote the welfare, happiness, and con- 
tentment of others and of the community 
as a whole. This is what our age is 
blindly feeling after in its reaction 
against what it deems the too great 
selfishness of the capitalistic system. 

The sum of the whole matter is this, 
that our civilization cannot survive ma- 
terially unless it be redeemed spiritually. 
It can be saved only by becoming per- 
meated with the spirit of Christ and be- 
ing made free and happy by the prac- 
tices which spring out of that spirit. 

Here is the final challenge to our 
churches, to our political organizations, 
and to our capitalists—to everyone who 
fears God or loves his country. 


The truth of these inspired words is 
the more amazing because they were 
written not in 1948, but twenty years 
ago—in the aftermath of the first World 
War—by President Woodrow Wilson. 
They are perhaps his last published writ- 
ings, and we are indebted to The Atlantic 
Monthly for permission to reprint them 
from their August, 1923 issue. Prophetic 
of the social revolution that has now 
broken out into the Great War, the chal- 
lenge remains ours to evade, or to ac- 
cept.—Editor’s Note. 
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CAN THE UNITED STATES SUPPORT A 
300 BILLION DOLLAR DEBT? 


OLIN GLENN SAXON 
Professor of Economics, Yale University 


Digested from The Commercial and Financial Chronicle, May 13, 1943 


SSUMING a final gross debt of, say, 

$350,000,000,000, can this gigantic 
sum, the equivalent of our entire na- 
tional wealth in 1940, be redeemed in 
money of present or pre-war purchasing 
power, or will it be repudiated directly 
or inflated out indirectly in whole or in 
part? 

The answer is, it can be paid, and will 
be, if our people have the moral fibre 
and economic good sense to do it. If 
we want to preserve our constitutional 
democracy and to avoid totalitarian dic- 
tatorship, the debt must be repaid in 
dollars of approximately their present 
value. 

The higher the debt goes, the greater will 
be the pressure to redeem it in dollars of 
much lower value than at present or pre- 
war rather than tax it away over a long 
period of years. However, sustained in- 
tegrity of purpose in government and the 
economic good sense of our people, who are 
realizing increasingly the issues underly- 
ing debt repudiation, are good omens that 
we shall again have the moral fibre to re- 
deem the debt honestly. 

At present, in light of various over-am- 
bitious, unofficial post-war plans, the fu- 
ture is not too reassuring. For instance, 
assume for the moment a national income 
after the war of $100,000,000,000 and a 
gross national debt of $350,000,000,000. The 
State and local governments are spending 
$9,000,000,000 annually; the Federal ex- 
penditures over the past 10 years averaged 
$8,000,000,000. This makes a total of 
$17,000,000,000 for ordinary expenses of 
government. Add $6,000,000,000 to $8,000,- 
000,000 for interest on the post-war debt, 
between $10,000,000,000 to $20,000,000,000 
estimated for “Cradle to the Grave” social 
security, $20,000,000,000 for the post-war 
armed services (as estimated recently by 
Vice-President Wallace), and $1,000,000,- 
000 at least for veterans and dependents. 
This totals to about $70,000,000,000 of the 
$100,000,000,000 estimated national in- 


come without allowances for debt redemp- 
tion, world-wide relief, and other favorite 
projects. There’s the major cause of most 
of the doubt. Merely to tabulate the cost 
shows the absurdity of the program. 


Possibility of Redemption 


Can we redeem a $350,000,000,000 gross 
debt in honest dollars, and, if so, how? 

The answer is yes, if we have the political 
courage to attempt it. 


If the last war and post-war periods are _ 
fairly accurate precedents, we can expect, — 
at least, to hold and even to improve upon 
the present war level of production and of 
national income which can be expected over 
a period of time. We should, if the forces 
of production, capital and labor are per- 
mitted to operate without bureaucratic dom- 
ination, look forward to expansion of our 
national income over the next 50 years 
very substantially. 


It would appear quite feasible for us to 
maintain a permanent minimum national 
income of $100,000,000,000, and even to 
expand it to $150,000,000,000 over the next 
50 years or more. In the immediate post- 
war years of reconstruction abroad and 
satisfaction of bottled-up demands at home, 
it should be comparatively easy. In fact 
we may well be short of man and woman 
power to do the job, rather than be faced 
with unemployment. 


All this, however, will require govern- 
mental policies fostering maximum pro- 
duction based on lower costs rather than 
subsidized restriction of production with 
prices artificially pegged by government 
above their true level. It will require max- 
imum employment rather than subsidized 
unemployment, wages and hours deter- 
mined by collective bargaining on a free, 
rather than a statutory, artificial market. 
It will require encouragement of lower 
rather than higher prices, and the re-estab- 
lishment of free determination of prices 
on a free competitive market. It will also 
require recognition of the fallacies that 
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higher prices make for prosperity and that 
we will have more for distribution among 
all of us by restricting production. It will 
also require the rehabilitation of the profit 
motive as the necessary stimulant and in- 
centive to maximum production. 

All this will mean full employment of 
capital, plant, and man power. It will 
mean greater and surer social security with- 
out Government domination. It will mean 
higher real wages, a higher standard of 
living, and in the long run a shorter work 
week than the Government can ever assure 
by legislation. 


Figuring It Out 


With a minimum national income of $100,- 
000,000,000, expanding over the coming 
years, and an annual tax take of not more 
than 25% for all government purposes 
(State, local and Federal) we would have 
a minimum of $25,000,000,000 for all gov- 
ernmental purposes. 

Allowing $8,000,000,000 per year for 
State and local governments, we will have 
$17,000,000,000 for Federal purposes. Since 
a national income of $100,000,000,000, with 
a relatively static population, will mean 
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relative full employment and reasonable 
farm incomes, Federal subsidies for relief 
(which cost $25,000,000,000 in the last ten 
years) and for agriculture, etc., can be 
substantially reduced, if not eliminated. 
Ordinary Federal expenditures of the ’30s 
can therefore reasonably be cut from an 
average of $8,100,000,000 to $6,000,000,000. 


Assuming a debt retirement of $3,000,- 
000,000 per year and subtracting that sum 
from $10,000,000,000 still available from 
our assumed annual Federal revenues of 
$17,000,000,000, we have left $7,000,000,000 
per year for interest on the debt, for addi- 
tional expenses for the armed services and 
for emergency expenditures, if we are to 
keep the budget in balance. 


A debt of $300,000,000,000, converted in- 
to bonds with an indefinite maturity date 
(rather than permanent bonds) can possi- 
bly be carried at an interest rate of, say, 
2%. If necessary, to assure this rate, spe- 
cial inducements could be offered, such as 
partial inheritance or income tax exemp- 
tion, or redemption in gold dollars of a 
fixed weight. This rate would mean an 
interest charge annually of $6,000,000,000, 
leaving only $1,000,000,000 for the armed 
forces and emergencies. 


With some substantial support from the 
rest of the world, which we presumably will 
be policing for some years to come to main- 
tain peace, $1,000,000,000 should, after a 
reasonable time, suffice for maintenance of 
the armed forces. 

It is also well to remember that over the 
next 50 to 100 years our national income 
can be reasonably expected to reach $150,- 
000,000,000. A 25% or lower tax take on 
such an income would give the Federal Gov- 
ernment ample leeway to balance the bud- 
get, reduce taxes, or increase the annual 
debt redemption rate. 

Another device worthy of some consider- 
ation to provide a good margin of safety for 
possible emergencies and to reduce the huge 
debt more rapidly in any case, is an annual 
lottery, conducted by the Federal Govern- 
ment. It could reasonably be expected to 
yield from $5,000,000,000 to $10,000,000,- 
000 per year, if properly managed, with 
adequate prizes. 

One encouraging note, worthy of men- 
tion, is that between 1930 and 1940, while 
the Federal debt increased about $32,000,- 
000,000 and State and local debt rose 
$1,500,000,000, private debt in the United 
States declined $28,600,000,000, almost off- 
setting the rise in government debt. 
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CHEAP MONEY FOR EVER? 


Digested from The Economist, May 22, 1943 


O any discussion of the prospects of 

cheap money, three questions are 
fundamental. Is cheap money desirable? 
Is it possible? What will its wider con- 
sequences be? The first question—that 
of its desirabiltiy—is, in these days, lit- 
tle more than rhetorical. There is very 
widespread, even if not quite unanimous, 
agreement that the basic cause of unem- 
ployment is the under-investment of its 
savings by the community, and that 
cheap money is a very powerful stim- 
ulus to investment. 

However, not all of the consequences of 
cheap money are favorable. If low inter- 
est rates are to be perpetuated, both the 
saving habits of the people and the terms 
on which financial institutions (especially 
life insurance offices) can do business will 
become more difficult just when it is be- 
coming socially more necessary. 

Any contention that cheap money can- 
not be secured and maintained has to run 
the gauntlet of establishing that the con- 
ditions of the future will be substantially 
more difficult than those of 1932-39. It 
must, of course, be conceded at the outset 
that, though there may be periods when 
cheap money will happen by itself, there 
will be other periods when it will be at- 
tainable only with the assistance of finan- 
cial and economic controls. 

The need for controls on the domestic 
use of capital funds would in most years 
not arise at all. In most years there is a 
shortage of investment projects, a tendency 
for savings to be in excess of the possibil- 
ities of using them, and these are not the 
conditions that are likely to lead to any 
difficulty in keeping interest rates low. The 
price of money is like other prices in that 
it tends to rise only when the demand ex- 
ceeds the supply. There will, however, be 
times—and if full employment is attained 
they will be more frequent—when there is 
a “shortage of money,” and it is these 
times that provide the crux of the whole 
argument. Not many people dispute that 
cheap money both can and should be main- 
tained for, say, five years out of every 
eight. But there are some who argue that 
interest rates should be allowed to rise— 
and perhaps cannot be prevented from ris- 


ing—in the remaining three years. If in- 
terest rates do not tend to rise until invest- 
ment is tending to exceed savings, and if 
the same circumstances that cause the rise 
also cause full employment, is there any 
harm in permitting it to happen? And 
may it not be an effective instrument for 
preventing an excess of investment, with 
its inflationary effects? 


This is an arguable contention. It can 
be agreed that if, when the point of full 
employment is reached, an inflationary sit- 
uation is to be prevented from developing, 
some restraint will have to be placed on the 
volume of investment, and if dear money 
does not fill that role something must be 
put in its place. The two great disadvan- , 
‘tages of effecting the necessary control by 
dear money are, first, that it is a heavy- 
handed method which discourages necessary 
and beneficial investment equally with the 
unwelcome excess, and secondly, that every 
period of dear money leaves behind it a 
certain legacy of high-interest obligations 
which obstruct the ensuing period of re- 
newed cheap money. On balance, it would 
seem desirable to secure the necessary con- 
trol by the more direct methods of licensing 
capital issues and, if that is not enough, 
direct licensing of capital expenditure, such 
as is exercised during the war. The ad- 
justment of the rate of taxation on com- 
pany reserves would also be a powerful 
weapon for the same purpose. It should 
be freely admitted that the whole case for 
cheap money stands and falls by the ques- 
tion whether these controls would be effec- 
tive and tolerable. 


This leads directly to the third main ques- 
tion, that of the wider consequences of 
cheap money. If it leads to inflation, it 
will be disastrous. If it leads to the main- 
tenance, in time of peace, of controls as ex- 
tensive and irksome as those of wartime, 
it will be equally disastrous. Fortunately, 
there is no reason to anticipate either dis- 
aster. It has already been pointed out 
that there will be no need for any domestic 
controls in most years. If the object is to 
maintain an absolute rigidity of interest 
rates, then some form of control might be 
needed for about three years out of every 
eight. But there is no reason to seek com- 
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plete rigidity. Some elasticity is entirely 
reasonable. A regime in which the yield 
on consols fluctuated between, say, 2% and 
3% per cent, and the Treasury Bill rate 
between, say, 1 and 3 per cent, could still 
be accounted one of cheap money. If so, 
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control in any irksome form would, on past 
precedent, be needed only for very short 
periods, such as six months at the peak of 
each cycle. This would not seem to be an 
excessive price to pay for the benefits of 
cheap money. 


NINE STEPS NOW FOR BUSINESS PLANNING 


T. C. McCOBB 
Controller, Standard Oil Company of New Jersey 


F any appreciable interval is per- 

mitted to elapse from war to peace- 
time levels of production and employ- 
ment, with resulting widespread dis- 
tress in the ranks of working men and 
women, there will be such a demand for 
further governmental interferences in 
business activity that most of our free 
system of private initiative will disap- 
pear. Established business dare not 
fail in the program to provide immediate 
civilian employment, as the production 
of war goods fails. To the extent that 
we fail, government will invade busi- 
ness fields to provide employment. If 
we do fail, the interference of govern- 
ment will slow down to a snail’s pace 
the driving advance of the private enter- 
prise system, and it will nullify the effi- 
ciency and benefit of private manage- 
ment to a considerable degree. 

Whatever may have been the shortcom- 
ings of business in basic planning, no one 
will seriously dispute the results of our 
management system in terms of volume of 
production and technical achievements. The 
performance of business in the war pro- 
gram is proof enough of that. 

In all reasonable probability, the first 
step will be taken without too much diffi- 
culty, due to pent-up demands of every 
type. But a far more difficult period of 
post-war activity will follow the replace- 
ment boom. Even solution of a satisfactory 
level of employment will not solve the other 
problems of the unbalanced national budget, 
restoration of foreign trade, maintenance 
of an effective balance between productive 
capacity and consumption, and above all 
improvement of relations between labor 
and management and of cooperation be- 
tween government and business. 


From address before the Controllers Institute of 
America, May 10, 1943. 


Probably the heaviest burden in prepar- 
ing business to meet post-war demands is 
taxation. Obviously, the burden of taxes 
must be coupled with rising costs of doing 
business, lessened ability to raise new cap- 
ital because of reduced earnings, and the 
difficulty of setting aside adequate re- 
serves. Here are some of the things bus- 
iness must do in planning to meet post-war 
problems: 


. Make adequate charges against in- 
come for depreciation or amortization 
of properties with accelerated opera- 
tions. 


. Make provision to cover repairs de- 
ferred because of war, and for the 
possible replacement of depleted in- 
ventories at higher price levels. 


. Guard against over-investment in 
plant facilities. 
. Control short-term financing. 


. Avoid unwise dividend distributions. 


. Follow collections closely. Government 
accounts usually are in large amounts 
and remain unpaid for an abnormal 
length of time. 


. Avoid indifference to mounting oper- 
ation expenses. There is a lamentable 
tendency in some quarters to be less 
careful about the expense of doing 
business because a large part of these 
costs will be passed on to the govern- 
ment in tax deductions. 

. Provide reserves for undetermined 
war losses, for anticipated expenses 
after the war, for reestablishing mar- 
kets and re-designing products to meet 
post-war competition, for bad debts, 
and for adjustment of profits on gov- 
ernment contracts subject to renego- 
tiation. 

. Establish close controls of purchases 
and inventories. 
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RATIONING AND PRICE CONTROL IN GREAT BRITAIN 


JULES BACKMAN 
New York University 


Conclusions of a Brookings Institution pamphlet 


N handling rationing and price con- 

trol, the British have accumulated a 
vast amount of experience, part of 
which can be usefully applied in the 
United States. The highlights of the 
British experience include: 


1. All controls (price, rationing, sup- 
ply, subsidies, standardization, and _ so 
forth) over a particular product or group 
of products have been centered in the same 
agency in order to avoid actions which are 
not integrated or which are at cross pur- 
poses. Close co-ordination between these 
controls, where it has been accomplished, 
has contributed substantially to the suc- 
cess attained. 

2. Price adjustments have been used by 
the authorities to direct the flow of agri- 
cultural products. 

3. Stability of prices has been subor- 
dinate to the maintenance of the flow of 
supplies. A controlled rise rather than 
unchanging prices has been the objective 
for many commodities. 

4. The imposition of price fixing or ra- 
tioning has been followed by increasing 
pressure on substitute products, thus re- 
quiring extension of the area of control. 


5. Fixing prices at retail and not at 
earlier stages of distribution caused sup- 
plies to disappear from the market. 


6. Geographic distribution of supplies 
was unbalanced unless prices were ad- 
justed to compensate for differences in 
transportation costs so that the distribu- 
tor’s return was the same from all mar- 
kets. 


7. Where price fixing was undertaken 
without rationing it resulted in an inequit- 
able distribution of supplies, the formation 
of queues, and the flow of supplies to the 
black market. When rationing of clothing 
was undertaken without effective price fix- 
ing, it was found necessary to control 
prices so that low-income groups could af- 
ford to acquire their rations. 

8. Classification and, where possible, 
standardization have been indispensable to 
the successful control over prices and the 
rationing of many products. 


9. Subsidies have been a very valuable 
device in stabilizing the prices of basic 
food products. The stabilization of the 
cost-of-living index, made possible by sub- 
sidy payments, reduced substantially the 
pressure for higher wage rates. 

10. The operation of both rationing and 
price control was greatly facilitated when 
supplies were also controlled. 

11. British fiscal policy, which was 
based on heavy taxes and large-scale diver- 
sion of current savings to the government, 
appears to have eased the task of the price 
control and rationing authorities. 


ee 


Dr. Etienne Mantoux, who was one of 
the participants in discussions of the 


Economic Panel of Trusts and Estates, has 
joined the Fighting French Forces. 


48 WALL ST., NEW YORK 


Uptown Office: 
MADISON AVE. AT 63rd STREET 
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THE FOOD SUBSIDY PROGRAM 


Digested from National City Bank Bulletin, June 1943 


HILE the new program is the most 

important application of the subsi- 
dy principle yet made in this country, 
subsidies amounting to an_ estimated 
$700 millions annually are already being 
paid for various purposes. These in- 
clude payments to cover extra transpor- 
tation costs, caused by the war, on sugar, 
gasoline and coal; premiums paid for 
‘ production of high-cost copper, lead and 
zinc; payments to producers of vegeta- 
bles and fruits for canning; and subsi- 
dies on cheese production, oilseed crush- 
ing and processing, and some other com- 
modities. 


The justification offered for the subsidies 
is that the necessary production and distri- 
bution of these commodities must be main- 
tained, and that subsidies cost the country 
less than an over-all price increase, which 
is the alternative, would cost. Where sub- 
sidies are restricted to the higher-cost pro- 
duction, this claim is manifestly correct. 
For example, the O.P.A. calculates that if 
market prices of copper, lead and zine were 
allowed to advance to equal the premium 
prices paid on a limited part of the pro- 
duction, the cost to consumers of the three 
métals would be raised by $400 millions, 
whereas the premium payments total only 
$20 millions. 


Even subsidies paid to all producers may 
cost the public less than advances in mar- 
ket prices, for when prices are held down 
at the source of production pyramiding of 
markups through the distribution system is 
avoided. In general, subsidies restore an 
element of flexibility to a “frozen” price 
system by providing means to stimulate 
production of essential commodities (and 
correspondingly discourage production of 
non-essentials) without upsetting price 
levels or the stabilization program. They 
facilitate enforcement of price ceiling regu- 
lations. .These are strong practical argu- 
ments in their favor. 

On the other hand, reliance upon a great- 
ly extended use of subsidies to solve all the 
problems of price stabilization would be 
largely deceptive. If the costs of maintain- 
ing production and distribution are not 
borne by consumers through higher prices 
they must be borne by them either through 


taxes or through further inflation of gov- 
ernment debt. Thus subsidies conceal a 
real price rise, which becomes more im- 
portant as the subsidies grow. Arguments 
that they cost the public less than market 
price advances may overlook the cost of 
administration and of the mistakes that 
administrators make. The way is open not 
only for errors in judgment but for polit- 
ical abuses, for discrimination, and for an- 
other entering wedge for detailed govern- 
ment control of business and agriculture. 


Subsidies naturally remove incentive for 
efficiency and low cost production and dis- 
tribution. By keeping prices to consumers 
down they make goods more attractive to 
buyers, and add to the difficulties of ration- 
ing. Finally, they are habit forming. 


Within limits, and particularly where 
they are confined to high-cost producers or 
designed to cover temporary and abnormal 
increases in costs, subsidies may be the 
least costly and most effective method of 
accomplishing a necessary objective. Where 
separate study of each problem establishes 
the desirability of subsidies, their cost may 
be added to the other costs of the war and 
accepted as inevitable under the circum- 
stances. 


But the more extensive and elaborate a 
subsidy program the greater is the oppor- 
tunity for mistakes and the more costly the 
mistakes will be; also the greater is the in- 
flationary effect. As subsidies widen and 
tend to cover all producers, and their costs 
mount, the argument that they save people 
more as consumers than they cost them as 
taxpayers naturally becomes weaker. The 
advocates of solving the stabilization prob- 
lem by payment of subsidies running up 
to $3, $4 or $5 billions, which are figures 
seen in the press, should give heed to the 
danger of creating a mechanism which is 
not only inflationary but has potentialities 
for evil in other ways. 


a, 


California has raised from $40 to $50 
the monthly pension maximum for more 
than 150,000 residents. The new law also 
reduces the financial responsibility of re- 
latives of the pensioners. The increase is 
expected to cost as much as $75,000,000 for 
the coming two years. 
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A COMPANY’S MOST 
IMPORTANT INVESTMENT 


HE Company’s most important single 
investment is the time, effort and 
money spent in making it a good company 
to work for. In our opinion, nothing is 
more important to American industry than 
the relationship between management and 
employees. The full restoration of free 
enterprise after the war will depend very 
largely upon whether or not the workers in 
American industry have confidence in 
American business management. 

When a man works for a company he 
wants to know, first, whether his job is 
reasonably secure and, second, if he has a 
fair chance of advancing. 

On the first point, Socony-Vacuum’s bus- 
iness is relatively free from _ seasonal 
changes, and employment is more stable 
than in many industries. The plans for 
termination allowances, sick benefits, an- 
nuity and insurance increase this security. 

Ultimately, however, the management’s 
success in running the Company, in main- 
taining and extending its business despite 
the reverses of difficult times, is the best 
assurance of steady employment. 

On the second point, the Company fills 


positions by promotion from within its or- 
ganization whenever practical, on the basis 
of ability and character first, and length 


It is continually looking 
The present 
who 


of service second. 
for good men in its ranks. 
management consists of employees 
have moved along. 

The purpose of any industrial relations 
program is to help both the employees and 
management to realize that each contri- 
butes to the success of the other, and both 
depend upon the success of the Company. 


Statement of Principles Governing the 
Company’s Industrial Relations: 


(1) Fair wages and good working conditions are 
essential to satisfactory industrial relations, but they 
are not sufficient. Men want fair dealing, an oppor- 
tunity to make their grievances known and have them 
corrected, and a share in determining the conditions 
under which they work. 

(2) Industrial relations is the responsibility of the 
operating management, not solely that of the indus- 
trial relations department or the personnel officer. 
President, vice-president, manager, assistant manager, 
superintendent, foreman—everyone in a position of 
authority or supervision—is a part of the Company’s 
industrial relations program. 

(3) The basic principles of industtial relations are 
uniform throughout the Company. The New York 
headquarters does not dictate the detailed methods of 
applying these principles, but leaves them to the men 
directly in charge of operations, who are free to ad- 
just them to local conditions. 
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(4) The Company has long supported the principle 
of collective bargaining, now established by law, and 
believes in the right of the employees to organize, if 
they wish to do so. 

(5) The Company is opposed to the closed shop be- 
cause it believes that every employee has the funda- 
mental right to choose whether or not he wishes to 
be a member of a union, without this choice deter- 
mining whether he has the right to work at all. We 
think that this freedom will be expected by the men 
in the services who return to industry after the war. 

(6) The Company pays the prevailing rate for sim- 
ilar work in a community, and its wages are uni- 
formly among the highest. 

(7) The Company maintains jointly with the em- 
ployees a plan for pensions and insurance, in addi- 
tion to the pensions and insurances provided under 
the Federal and State social security acts. (The Com- 
pany’s first annuity and insurance plan was started 
40 years ago.) 

(8) All employees of one year or more get vaca- 
tions with pay. 

(9) All employees are given sickness and accident 
benefits (except in the Marine Department where 
special Government provisions apply). 

(10) All operations of the Company provide a mili- 
tary service plan whereby regular employees enter- 
ing into the services receive full Company pay the 
first two months, in addition to the Government com- 
pensation. Employees with dependents receive 50% of . 
the Company salary, after the first two months, less 
the Government compensation and allowance. 


From remarks of John A. Brown, Pres., Socony 
Vacuum Oil Co., before annual stockholders, meet- 
ing, May 27th. 
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Other Articles of Interest 


Can We Allot Manpower by Voluntary 
Methods: Dr. William Haber, Director of the 
Bureau of Program Planning, War Man- 
power Commission, outlines the voluntary 
methods used to recruit manpower and con- 
cludes: “The manpower mobilization efforts 
in this country have been proceeding on the 
assumption that the manpower problem can 
be dealt with adequately on the basis of 
voluntary cooperation between management 
and labor working with Government. These 
measures, in national terms, have thus far 
been quite adequate. Manpower has not yet 
been a ‘bottleneck’ in the war production 
program. There is increasing evidence that 
the voluntary method supported by ‘indirect 
sanctions,’ which have so far been reason- 
ably adequate, will be put to a severe test 
in the months immediately ahead.” 

Dun’s Review, May 1943 


Markets After the War: This volume, 
prepared by S. M. Livingston for the U. S. 
Department of Commerce, surveys a num- 
ber of problems which will have an impact 
on post war markets. Estimates are given 
of accumulated savings available for spend- 
ing ($100 billion in the three years 1942-44), 
business reserves ($25 billion in the period 
1941-43), and the curtailment of investment 
in new machinery due to the war. 


Wartime Prosperity and the Future: Wes- 
ley C. Mitchell, one of our leading econo- 
mists, surveys the trend of production dur- 
ing the war period and rates of increase as 
compared with World War I. He concludes 
that “Expansion still prevails in the U. S.” 
although it “has become slower” since Pearl 
Harbor. He poses a series of problems 
which must be faced in the post war period. 

National Bureau of Economic Research 
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British War Finance and the Banks: 
Charlotte Muller traces the impact of Brit- 
ish wartime borrowing upon the banks and 
makes some comparisons with American ten- 
dencies. The article contains tables of very 
useful data covering subjects such as types 
and maturities of securities issued, increase 
in total debt, changes in asset structure of 
the banks, their holdings of government se- 
curities, changes in the capital ratio, and 
changes in their earnings. 

The Journal of Business, April 1943 


“I Saw A Labor-Management Committee 
in Action”: Stuart Chase reports his ob- 
servations of a typically well-organized 
Committee at a large New Jersey corpor- 
ation, where he sees class lines melting be- 
fore the common interests of eight labor 
and management representatives on a Cen- 
tral Production committee, whose work cen- 
ters around a “suggestion box” system, im- 
plemented by war bond rewards. Suggest- 
ed improvements for processing and flow, 
tool design, absenteeism, transportation, 
etc. are the basis of lively discussion. Ob- 
jective: better war goods production. With 
background of good labor relations, he con- 
cludes, a vast asset of abilities and new 
opportunities are thus opened for employ- 
ees formerly deterred by fear that the fore- 
man “might think he was not onto his 
job” if workmen made suggestions. 


Factory Management & Maintenance, 
May 1943. 


Charles E. Burns, secretary of the 
Northfield Savings Bank, has been chosen 
Commissioner of Banking and Insurance 
for Vermont. 


Complete facilities for handling your 
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promptly and effectively. 
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CANADIAN LABOR CONTROLS 


Out of 8,720,000 persons over 14 years of 
age, 5,100,000 are employed or are in the 
armed forces. Former coal miners have 
been required to return to the mines regard- 
less of their present occupations, and women 
are being used in surface operations. Be- 
cause of the fuel wood shortage and the 
needs in the fishing and fish packing indus- 
tries, youths from 16 years up to military 
age are to be used. Men over military age 
and up to 65 will also be employed in these 
other occupations. The employment of a 
school teacher in any other occupation 
without the issuance of a special permit has 
been forbidden. 


AUSTRALIAN MANPOWER MOBILIZA- 
TION 


Women between 18 and 35, married men 
35 to 45 have been called by the Manpower 
Directorate. In practically 100% of cases 
women called for examination have agreed 
to accept work, thus making it unnecessary 
for the Manpower authorities to exercise 
powers of compulsion. A proportion of 
these, particularly among women, represent- 
ed new labor; but the greater part came 
from rationalization and reduction of civilian 
production, now employing 65% less labor 
than when war started. Included in the man- 
power now being moved into war industry, 
or into civil industry to release more com- 
petent workers for war industry, are many 
old-age and invalid pensioners. Eight thou- 
sand fewer old age and invalid pensions are 
being paid today than 12 months ago. 


AUSTRALIAN SUBSIDY POLICY 


If a producer can show that he is bearing 
increased costs, and needs relief, he may 
receive a subsidy to maintain the general 


price ceiling. Before granting a subsidy 


the Price Stabilization Committee will sat- 
isfy itself that the industry or trader has 
exhausted the possibilities of increased effi- 
ciency. Subsidies will be paid at the point 
of importation where possible. It is felt 
that with import prices stabilized, there will- 
be little need for other costs to rise. Im- 
port of many non-essential commodities has 
been prohibited. Other imports not regard- 
ed as essential will be barred from the sub- 
sidy plan. 


GERMAN FOOD RATIONS 


The meat ration was reduced to less than 
9 ounces weekly from more than 12 ounces, 
starting May 31, 1943. This is the lowest 
level of meat rations to date. To offset this 
reduction, in part, the fats ration was in- 
creased from 7.3 to 7.7 ounces weekly and 
the bread ration from 5 to 5.1 pounds week- 
ly. These are the basic rations but varia- 
tions prevail according to the nature of the 
work performed and the number of working 
hours. 


CANADIAN WAR LOAN 


The Fourth victory loan in May resulted 
in a new record public subscription. Sales 
exceeded $1.3 billion. This represented 
2,669,111 subscriptions or 1 for every 4% 
men and women in the Dominion. 


INDIAN RATIONS 


Grains and grain products are to be ra- 
tioned in all cities in India of 100,000 popula- 
tion and over, according to the Department 
of Commerce. Administration of the ra- 
tioning will be left to the Provincial Gov- 
ernments subject to the direction of the Cen- 
tral Government in order to obtain uniform- 
ity in conditions of distribution, retail price 
and basic ration. The “Grow More Food” 
campaign sponsored by the Government has 
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resulted in an increase in the area planted 
to food grains of 8,000,000 acres. 


OTHER DEVELOPMENTS 


An extra ration of pork is to be awarded 
housewives in Sweden for regular contribu- 
tions of garbage suitable for hog feed. The 
State Food Commission has arranged to col- 
lect the garbage periodically as part of a 
plan to increase hog production. Weekly 
meat rations have been increased from 200 
grams (7 ounces) to 500 grams. 


Egypt has fixed maximum prices of about 
$1 for lunch and $1.20 for dinner. A la carte 
meals are banned and the serving of two 
portions of meat, fish, poultry, or rabbit to 
one patron has been prohibited. 


Profits on merchandise sold for consump- 
tion in St. Pierre and Miquelon have been 
limited by law to maximum percentages 
fixed for each product. The current order 
fixes profits on wholesale sales of various 
types of foodstuffs at from 5 percent to 30 
percent and a profit margin of from 10 per- 
cent to 30 percent has been fixed for retail 
sales. A maximum profit of from 10 per- 
cent to 100 percent has been fixed for many 
articles with a profit of from 20 to 25 per- 
cent predominating. 


Distribution of textiles has been placed 
under Government control in Ceylon and 
prices for “utility” textiles have been fixed 
by limiting the maximum percentage of 
profit at each stage of distribution. 


Practically complete authority over the 
importation and distribution of goods in 
New Zealand has been given to the Minister 
of Supply and Munitions. The Minister is 
authorized generally to procure, maintain 
and regulate the supply of goods of any kind 
to whatever extent he deems necessary. 
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White-Collar Shift Success 
at War Plant 


Early in April, Jenkins Bros., large man- 
ufacturers of valves, were faced with a 
serious shortage of manpower in the ship- 
ping rooms of their factory in Bridgeport, 
Connecticut. Jenkins were having their 
manpower troubles along with the other 
plants in this busy industrial area. Valves 
pouring from the production lines were 
destined for Uncle Sam’s fighting and cargo 
ships, were piling up in this bottleneck. 
Something had to be done quickly. 

Bernard J. Lee, vice president in charge 
of manufacturing, hit upon an idea. There 
were a lot of white-collar workers in 
Bridgeport, and they might be drawn upon 
to work in the shipping rooms of the plant, 
after their day’s work was done. With this 
plan in mind, an ad was placed in the 
local papers, and the next day men in 
droves appeared at the personnel depart- 
ment applying for the evening jobs. The 
valves began to move out of the factory. 

With the idea proving such a success, 
Mr. Lee didn’t see why it could not be used 
to cover other departments where there 
were shortages of workers, especially skill- 
ed tool designers and tool makers. He cre- 
ated a special shift, from 6 to 11 Monday, 
through Friday evenings. Another ad 
went into the Bridgeport papers, offering 
men already employed during the daytime 
a chance to make further contributions to 
the war effort by coming to work at the 
Jenkins plant on the special shift. In re- 
sponse to this ad, men showed up at the 
personnel department bringing their tool 
boxes with them, ready for work. 

Today the white collar men working on 
the special shift in the Jenkins plant in- 
clude bank clerks, brokers, attorneys, bus- 
iness executives, salesmen, bookkeepers, 
and custom house clerks and accountants. 
The personnel department now has a back- 
log of over 700 white collar applications 
to draw on as further needs develop. 

“These white collar men are quick to 
learn their new jobs, so utterly different 
from their daytime stint. They take ex- 
ceptional pride in the work they turn out, 
knowing it is 100% for the war effort. And 
they get first hand knowledge of war plant 
conditions, which in many cases, is val- 
uable to them in their own lines of work. 
They take a great interest, too, in the 
actual operation of the plant, and we find 
them to be very alert workers,’ Mr. Lee 
says. 
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ANTI-CAPITALISM EDUCATION AND BANKS 


Editorial 


F some of the lectures of high school 
| and college teachers of economics, his- 
tory and even banking could be wired 
into bank public address systems, there 
would be a considerable loss of complac- 
ency—and one very effective answer to 
why the commercial banks and trust 
companies are not getting more business. 
It would help to explain, for example, 
why in some cities only 15-20% of will 
appointments in sizeable estates name 
corporate fiduciaries. 

The average teacher is one of our best 
community assets, building character as 
well as knowledge, but there are many 
others who are bitter against our bus- 
iness leadership or who have pet theor- 
ies of reform, probably gleaned from no 
closer contact with reality than cashing 
a check at the teller’s window or passing 
by a factory wall. These armchair pinks 
are usually more dramatic and didactic 
in their comments and interpretations 
of text material and thus make often 
indelible impressions on the formative 
minds exposed to their foolosophy. 

Life-long attitudes are shaped in the 
nation’s classrooms, prejudices formed; 
and what is immediately important, these 
teachings are carried home to the par- 
ents, many of whom have not had such 
“educational advantages” or. to whom 
this serves as an introduction to eco- 
nomic and financial thinking. Truly, the 
seeds of antagonism, indifference or ac- 
ceptance of an idea or an institution are 


sown in our educational system; the 
future pattern of our enterprise system . 
is being shaped more than we realize in 
the school books and discussions. It is 
also a fact, as proven by investigations 
of the Rapp-Coudert Committee in New 
York, that the Communist minority at- 
tain large audience through organized 
activities in “clubs” and other discussion 
groups. 

If we want a paternalistic system of 
government-uber-alles we have but to sit 
back and let the socialistic fringe keep 
on with their subversive activities, their 
slander of businessmen, bankers and 
other bogeymen. Public relations efforts 
of banks will come too late; we will feel 
this attitude in government, in bus- 
iness competition and at the voting 
places. The Robey investigation of eco- 
nomic textbooks used in colleges has dis- 
closed some of these thinly-veiled pleas 
for the super-state, with their one-sided, 
but plausible arguments. More recently, 
religious leaders completed a survey to 
eliminate religious bias in textbooks, and 
it would seem that the public relations 
men of our financial institutions could do 
no finer job, for the country as well as 
for their own self-interest, than to ini- 
tiate similar action and develop a pro- 
gram for elimination of subversive edu- 
cational texts. 

This is not to suggest that freedom of 
thought be interfered with, for that has 
been done already by the biased teaching 
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of un-American theorists, but that in- 
vestigation be made to assure that stu- 
dents have both sides of controversial 
issues presented fairly. Two means of 
attaining fair-play in economic educa- 
tion are open: active interest and repre- 
sentation of business and financial men 
on local school boards to secure instruc- 
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tors, not propagandists, in the public 
schools; and elimination of subversive 
texts, cooperation of public relations 
officers of industry and finance with edu- 
cational institutions and foundations to 
work through research committees in re- 
storing honesty and real freedom to 
American economic education. 


What Price Trusteeship ? 


HE tradition of trust law has been 
“preservation of principal.” Its ori- 
gin is rooted in the days when land 
ownership was the basis of wealth. As 
fiduciary law developed, the fetish of 
safety of principal intensified and 
brought about, as one of its by-products, 
the rule against offsets, under which a 
trustee could be charged with a loss on 
one investment although the fund as a 
whole had increased. 
A more important consequence—espe- 
cially significant in these times—has 


been the professional fiduciaries’ cau- 
tious approach to the investment ques- 


tion. The risk of surcharge for depre- 
ciation in the value of any one asset has 
practically forced them to lean backward 
in the interests of the remainderman— 
and justifiable self-protection. Admit- 
tedly, the law has never imposed a lia- 
bility without basing it upon some breach 
of trust, but in many cases judicial hind- 
sight has played havoc with concepts of 
“diligence,” “prudence” and like attri- 
butes. This uncertainty as to how a 
particular judge or group of judges 
would characterize a course of action has 
often driven trustees to the “safest” se- 
curities, almost regardless of yield. 
“Guaranteed Security” has, in fact, be- 
come a national fetish, which seriously 
threatens the creative usefulness of cap- 
ital. 

This rationale has tended to defeat 
the whole purpose of the modern trust 
—a livable income for the life beneficiary 
who, by and large, is “the primary ob- 
ject of the trustor’s bounty.” Assump- 
tion of even minor “business judgment” 
risks, with a view to enhancing income 


and possibly capital to a reasonable de- 
gree, has been precluded. This may 
bear the stamp of heresy, but it is sub- 
mitted that trusteeship may need to go 
beyond the historical function of dollar 
protection and concern itself more than 
it has with purchasing power; else why 
not insurance optional settlements or— 
for inter vivos management—savings ac- 
counts and government bonds? 


What is the solution? The first ob- 
stacle to be removed is, of course, the 
legislated “legal list,” at least as applied 
to duly chartered, regularly examined 
and financially responsible fiduciaries. 
This manifestation of the traditional 
theory of principal conservation has too 
long been an investment straightjacket. 
Aside from the false sense of security 
which it has created, the difficulty of 
keeping such a list in tune with the times 
has not yet been satisfactorily met—it 
rather “freezes” the portfolio and tends 
to dry up income and prohibit venture 
capital. It is no answer to say that the 
instrument may relieve the fiduciary 
from the restriction; too many will re- 
main silent on the point and too many 
trustors will insist on adherence to the 
list in a misapprehension as to its ef- 
ficacy. Adoption of the Massachusetts 
or “Prudent Investor” Rule, as recently 
done in California, Delaware and Minne- 
sota, would unfetter trustees. 

But there would remain the attitude 
of the courts—and hence fiduciaries—in 
emphasizing the rights of remaindermen 
at the expense of those dearest to the 
settlor. Under the Massachusetts Rule, 
the duty of investing with prudence and 
diligence is as potent as in the “legal 
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list” states. What is required, there- 
fore, is a reorientation of judicial and 
trustee thinking on the content of that 
standard. Slavish devotion to the pro- 
tection of secondary beneficiaries must 
yield to a more realistic appreciation of 
the interests of the life tenant. As a 
corollary, it may be necessary to aban- 
don, except in cases of wilful breach of 
trust, the rule against offsets. While 
this suggestion apparently establishes a 
test of preservation of capital—counter 
to our thesis—it must be remembered 
that the objective of a surcharge is to 
restore the fund to its original status, 
to make the beneficiary whole. If, on 
balance, the fund is at least equal to the 
original responsibility, who has _ been 
hurt? 


It is time, then, for a reappraisal— 
by legislators, judges and professional 
fiduciaries—of the major function and 
usefulness of trusteeship. 


The Rising Tide of Savings 


Saving by the individual provides funda- 
mental reason for confidence in financing 
the war effort, declared John W. Sandstedt, 
executive secretary of the National Asso- 
ciation of Mutual Savings Banks, address- 
ing the Savings Bank Management Confer- 
ence, held last month under auspices of 
the Savings Banks Association of Massa- 
chusetts. “A larger part of the current pay 
envelope is being converted into saving's 
capital than ever before,” Mr. Sandstedt 
added. “We recently witnessed two re- 
markable Victory Bond Drives in which 
more than $30,000,000,000 were made avail- 
able to the Government. Although this 
money largely came from the treasuries of 
fiduciary institutions, it originated in the 
pay envelopes of the nation. It is expected 
that income payments to the American peo- 
ple during 1943 will approximate 135 bil- 
lions. Taxes will absorb about 15 billions. 
Available goods and services are estimated 
to absorb about 75 billions of value, leav- 
ing 45 billions of purchasing power in the 
hands of the public. Based upon these 
figures, prospects for savings never have 
been better.” 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. 


Madison Ave. at 60th St. 


London: 11 Birchin Lane, E. C. 3; Bush House, W. C. 2 


Condensed Statement of Condition, June 30, 1943 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers 

U. S. Government Obligations 

Loans and Bills Purchased 

Public Securities 

Stock of the Federal Reserve Bank 

Other Securities and Obligations 

Credits Granted on Acceptances 

Accrued Interest and Accounts Receivable __.. 

Real Estate Bonds and Mortgages 


Bank Buildings 
Other Real Estate 


Total Resources 


LIABILITIES 


$ 518,735,739.93 

1,841,302,185.91 

624,160,820.02 
37,038,880.51 
7,800,000.00 
20,154,996.39 
3,017,637.44 
8,104,293.84 
1,663,328.85 


77,779,137.03 
10,439,996.19 
1,071,161.13 


$3,073,489,040.21 


$  90,000,000.00 


Surplus Fund 
Undivided Profits 


Total Capital Funds 
Deposits 
Treasurer’s Checks Outstanding 
Total Deposits 
Federal Funds Purchased 
Acceptances 
Less: Own Acceptances Held for Investment... 


$ 
Liability as Endorser on Acceptances 
and Foreign Bills 
Foreign Funds Borrowed 
Dividend Payable July 1, 1943 
Items in Transit with Foreign Branches and 
Net Difference in Balances Between Various 
Offices Due to Different Statement Dates of 
Foreign Branches 
Miscellaneous Accounts Payable, 
Memrmea Tames, ebe,. .................................... 


Total Liabilities 


170,000,000.00 
25,453,135.81 


$ 285,453,135.81 


$2,741,653,523.11 
17,183,267.50 


2,758,836,790.61 
11,400,000.00 
5,220,409.93 
2,202,772.49 


3,017,637.44 
108,365.00 


152,550.00 
2,700,000.00 


1,063,284.80 


10,757,276.55 


17,799,113.79 
$3,073,489,040.21 


Securities carried at $520,777,600.09 in the above Statement are pledged to qualify for 


fiduciary powers, to secure public monies as required 


by law, and for other purposes. 


This Statement includes the resources and liabilities of the English Branches as of 
yaw Ng a ~ leamaes Branches as of October 31, 1942, and Belgian Branch as of 
ctober ° s 


Member Federal Deposit Insurance Corporation 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 


“PROFIT SHARING”-“STOCK 
PURCHASE” PLAN 


Y combining the features of an em- 

ployee profit-sharing trust with a 
stock purchase business life insurance 
plan, the stockholders of a closely held 
business enterprise can bring about four 
important accomplishments. 


(a) The estate of a deceased stock- 
holder is assured of an immediate 
market for his stock, at a fair 
price in cash. 

A qualified group of employees 
are provided with additional com- 
pensation in the form of partici- 
pating interests in an Employee 
Benefit Trust. 

The corporation strengthens its 
organization and relations with 
employees through the establish- 
ment of a work-incentive plan. 
The net cost of the entire plan to 
the corporation is nominal because 
of allowable tax deductions. 


(d) 


Following is a general description of 
the principal points involved in such a 
plan, recognizing that the specific needs 
and objectives of a particular corpora- 
tion would have to be considered: 

1. An Employees Trust will be estab- 
lished by the X company that will meet 
all requirements of the Federal Revenue 
Act and Anti-inflation Law pertaining 
to such plans. 

2. Each year the company will de- 
posit into the trust a fixed percentage 
(10%) of company net profits, but in 
no one year shall such deposits exceed 
15% of the total compensation of the 
qualifying group of employees. (This 
group might consist of all employees of 
the company for longer than one to five 
years. ) 

3. The Employees Trust will enter 
into an agreement with the present 
stockholders of the X company providing 
for the purchase by the trust of their 


stock at death, the price to be fixed on 
a fair basis by the terms of the agree- 
ment. . 


In the event the surviving members of 
the present group of stockholders desire 
to remain the owners of all the voting 
stock, and if it is deemed better that the 
Employees Trust should own preferred 
securities rather than common stock, 
then a recapitalization of the company 
could be effected at the death of a stock- 
holder: so that the Employees Trust 
would buy preferred stock or bonds from 
the deceased stockholder’s estate. The 
original stockholders would then enter, 
into a separate agreement with each 
other to purchase the newly issued com- 
mon stock of the deceased stockholder. 


4. The stock purchased by the Em- 
ployees Trust would be held in the trust 
for the benefit of the qualifying em- 
ployee. Such benefits could cover such 
things as payments for family emergen- 
cies, sickness, disability, retirement, or 
direct stock ownership in the company if 
an ultimate distribution of the. stock is 
desired. The interests of each partici- 
pating employee in the trust would vest 
in him and be determined in accordance 
with a properly prescribed procedure. 
(Qualifying employees could participate 
in the trust in proportion to their salar- 
ies. ) 


5. In order to provide the trust with 
the funds necessary to purchase the 
stock of a deceased stockholder, upon the 
establishment of this plan the trust 
could take out insurance on the lives of 
the stockholders. The trust would own 
these policies as an investment and 
would pay the premiums out of the profit- 
sharing deposits made into the trust by 
the corporation. Any funds in the trust 
not currently required to pay life insur- 
ance premiums could be invested in se- 
curities “legal for trust funds,” consti- 
tuting a reserve which could be used to 
pay premiums in years when the profits 
might be low. 





6. The Employees Trust could also, 
if it were deemed advisable, be given the 
right to use part of the trust fund to 
purchase stock during the lifetime of 
the stockholders. 

If such a plan is designed to qualify 
fully under the Federal Revenue Act, 
then the deposits made into the Employ- 
ees Trust would be deductible by the 
company for purposes of corporation in- 
come or excess profits taxes. The trust 
itself would not be subject to taxation, 
and the employee participants would be 
taxed only on sums actually disbursed to 
them in the year of disbursement. If 
qualified under the salary stabilization 
regulations of the Anti-inflation Law, 
the establishment of the Employees Trust 
would not constitute a salary or wage 
increase. In addition, the plan would be 
in keeping with the objective of the 
Anti-inflation Law by deferring the dis- 
tribution of this form of compensation. 

* * * 


WHO SHOULD PAY ESTATE TAXES 
ON PROPERTY NOT PASSING 
BY WILL? 

T does not follow that all property 

taxed as part of the estate of an indi- 
vidual at his death will pass under and 
be disposed of by his Will. Life insur- 
ance proceeds payable to named benefi- 
ciaries, the principal of a revocable liv- 
ing trust continuing for successor bene- 
ficiaries, and jointly owned property with 
right of survivorship, are examples. 

If it is desired that the recipients of 
such “outside” property should receive 
it without reduction for the estate tax 
that is levied on such property, the Will 
should specifically provide for the pay- 
ment of such taxes out of the assets pass- 
ing under it. Otherwise the beneficiary 
of life insurance policies, revocable liv- 
ing trusts, and joint accounts would have 
to pay his proportionate share of the 
estate tax. 

No decision should be made on this 
problem in any given case without care- 
ful consideration of the consequences. 
For instance, in the case of life insur- 
ance proceeds left with the insurance 
company under a life annuity for a wife, 
it is usually advisable to maintain the 
proceeds of such policies intact by hav- 
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ing the estate tax paid out of the assets 
under the Will. But if life insurance 
proceeds are payable outright to a wife, 
so that at her subsequent death a sec- 
ond estate tax would be levied on the 
same property, it might be best to have 
the estate tax apportioned in order to 
lessen the amount subject to double tax- 
ation. 

Consideration must be given to the 
fact that the beneficiaries of the resi- 
duary estate under the Will might differ 
from the beneficiaries of all or part of 
life insurance policies, etc. Ordinarily 
a wife is the principal beneficiary under 
a Will. If the Will provided that all 
estate taxes levied against property not 
passing under the Will should be paid 
out of the residuary estate then the wife 
would be penalized unless she was also 
the sole beneficiary of the outside prop- 
erty. 

* & * 


DEFINING “PENSION” PLANS 


T has become generally acknowledged 
by corporation executives that the es- 


tablishment of “pension” plans consti- 


tutes good business. As a result, there 
is great current activity in this field. But 
as in all such situations of “sudden” pub- 
lic acceptance of an idea, terms are 
loosely used and definitions of the same 
word vary. The term “pension plan” 
is probably the greatest offender since 
practically all types of plans for employ- 
ees are arbitrarily called pension plans. 
When a corporation is considering the 
relative merits and costs of pension plans 
submitted from several sources, it is 
probable that unless it is operating under 
an accurate definition of the term, the 
wrong plan will be selected because of 
a fallacious lower cost. 

A pension plan is designed to accomp- 
lish only one end—a life income to quali- 
fying employees who are in the employ 
of the company when they attain a speci- 
fied retirement age. Any plan that ac- 
complishes more than this cannot be 
properly called a pension plan. 

For instance, if a corporation estab- 
lishes a plan which in addition to pro- 
viding retirement income makes avail- 
able to employees a death benefit for their 
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families if they die prior to reaching re- 
tirement age, and/or makes available a 
“service bonus” payment to employees 
whose employment is severed prior to 
retirement, the corporation has estab- 
lished a benefit plan of the omnibus type. 
When benefits of other types are added, 
such as payments for financial stress, dis- 
ability or sickness, it is easier to see 
that we are no longer concerned with a 
mere pension plan. 


From the standpoint of straight fi- 
nance this matter of definition is of 
utmost importance. Corporations con- 
sidering the establishment of a pension 
plan may call upon banks and insurance 
underwriters to submit estimates of cost. 
Unless the plans submitted provide for 
identical benefits to employees, the com- 
parison of costs will be inaccurate and 
misleading. Each separate benefit which 
a corporation makes available to employ- 
ees bears a separately determinable cost. 
Any comparison between proposed plans 
must take this into consideration. 

* * * 


SHOULD LIFE INSURANCE TRUSTS 
BE REVOKED? 


HE primary reason for the estab- 

lishment of life insurance trusts in 
the past was the Federal estate tax ad- 
vantage allowed to proceeds of life 
insurance policies payable to named bene- 
ficiaries, including a trustee acting un- 
der a trust agreement. Prior to the 
Federal Revenue Act of 1942, such in- 
surance proceeds were exempt from 
estate tax up to $40,000. Since this 
special exemption has been removed, 
there is no longer any tax advantage 
in making life insurance policies payable 
under a separate trust fund as against 
making the proceeds payable to the 
executors of a Will to pass under a 
testamentary trust. Some states may 
still allow a tax advantage but this is 
largely lost through the operation of 
the companion estate tax levied for pur- 
poses of taking up the credit allowed by 
the Federal government. 

Therefore, it is now possible for an 
individual to leave one trust fund for 
his family under his Will which can in- 
clude the proceeds of his life insurance, 
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instead of the two separate trusts here- 
tofore desirable for tax purposes. This 
naturally makes for more efficient ad- 
ministration and simplicity in plan- 
ning. 

However, other factors should be con- 
sidered before an individual revokes an 
existing life insurance trust or decides 
against its use in the future. The pro- 
ceeds of life insurance policies made pay- 
able to an executor are subject to the 
claims of creditors of the estate. This 
is not true of life insurance proceeds 
payable directly to named beneficiaries 
(in the absence, of course, of a plan 
to defraud creditors). In addition, life 
insurance proceeds payable to an estate 
are subject to the imposition of an exe- 
cutor’s fee which is not the case if made 
payable directly to the trustee of a life 
insurance trust. This point, however, 
is not of serious consequence as the 
merging of the insurance trust with the 
trust under the Will could easily be 
worth this added nominal cost. 


This discussion deals only with insur- 
ance proceeds which should be made 
available to executors for the payment 
of inheritance taxes and other estate ob- 
ligations, and where it is advantageous 
to have the proceeds held and invested 
under the fully flexible provisions of a 
trust. It does not cover the case where 
the proceeds should be retained by the 
insurance company upon the death of the 
insured for purposes of paying the ben- 
eficiaries a guaranteed fixed income for 
life. 


TIMBERLAND APPRAISALS | 
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133 Graduate 


The 1943 class of the Graduate School of 
Banking, conducted by the American Bank- 
ers Association at Rutgers University, re- 
ceived their diplomas on June 25 after com- 
pleting two years of extension study, includ- 
ing preparation of a thesis, and attending 
three two-week summer sessions at Rutgers. 
Of the 133 graduates—bank officers from 21 
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from G. S. B. 


states and the District of Columbia—19 had 
majored in trusts. The registration as a 
whole was 414, a great drop from the nearly 
700 of pre-war years. The 1943 class itself 
lost about 100 men since entering the School 
in 1941, and the trust major group repre- 
sented less than one-half the number who 
“got out” in 1941. 


TRUST MAJORS IN 1943 CLASS OF GRADUATE SCHOOL OF BANKING 


(L. to R., Front Row): Elmer F. Shumaker, Federal Reserve Bank Bldg., Cleveland; 
Eldredge P. Munroe, First National Bank & Trust Co., New Haven, Conn.; Karl E. 
Kottas, Jr., First National Bank, New Kensington, Pa.; Earl G. Schwalm, Lincoln Na- 
tional Bank & Trust Co., Fort Wayne, Ind.; Laurier F. Uttley, Bankers Trust Co., 
Detroit; Ralph E. Roach, Old Colony Trust Co., Boston; (unidentified). 


2nd Row: Paul B. Momberg, The Southern Ohio Savings Bank & Trust Co., Cin- 
cinnati; Fred Tiemeyer, Central Trust Co., Cincinnati; Clarence G. Noel, City Bank 
Farmers Trust Co., New York; Edwin B. Shaw, Riggs National Bank, Washington, D.C.; 
Edward M. Monahan, Mercantile-Commerce Bank & Trust Co., St. Louis. 


3rd Row: Fay E. Wright, Rochester (N. Y.) Trust & Safe Deposit Co.; Jack Leslie, 
Continental Illinois National Bank & Trust Co., Chicago; Herbert J. Smith, First Na- 
tional Bank, Boston; Gifford M. Holden, Chicago Title & Trust Co. 


Missing from the group are P. A. Paulson and Richard L. Phelan, Chicago Title & 
Trust Co.; Alec B. Stevenson, American National Bank, Nashville; John V. Trumpore, 


The Plainfield (N. J.) Trust Co. 


One of these may be the unidentified gentleman. 
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Trusts and Estates 


SPECIAL REPORT ON 
COOPERATIVE TRUST PROMOTION 


Opportunities, Pros and Cons of Jointly-Sponsored 
Newspaper Advertising of the Trust Business 


Panel Participants: (all of New York City) 


Edward L. Bernays — Public Relations Counsel 
Henry Carlisle — Guaranty Trust Company 
George Huhn — Ruthrauff & Ryan 
Charles Jordan City Bank Farmers Trust Co. 
Earl MacNeill Continental Bank & Trust Co. 
John Madden Edwin Bird Wilson, Inc. 
Edward Nicholas Manufacturers Trust Company 
Dudley Parsons The New York Trust Company 
Christian Luhnow Trusts and Estates 


Cooperative display advertising having been used with apparent suc- 
cess to promote public understanding and receptivity to services of banks 
and trust companies as well as products of commercial and industrial 
groups, it seemed pertinent to inquire into the possibilities of its present 
use to convey trust messages. A poll of New York City trust institutions 
showed a generally favorable or receptive attitude among both large and 
medium-size banks, with several enthusiastic and several unreceptive. 
Equally general was the view that “the other banks” would not be favor- 
able or could not come to agreement for action. There has been but little 
study of this means of public education on trust services, and many 
publicity experts have felt that a basic plan is essential to good will and 
new business.—Editor’s Note. 


HILE other cities report that 
corporate fiduciaries are being 
appointed to administer from 50 to 
80% of the sizeable estates, some, 


like New York City, show they are 
getting only 20% of the total ap- 
pointments over $100,000. This un- 
healthy condition is irrefutable proof 
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that the professional trustees have 
failed to achieve the public recogni- 
tion that they merit. There is a need, 
as basic to financial institutions as a 
whole as to trust departments, for 
integrating their activities, in the 
public eye, with the economic life of 
the community they serve. 

Advertising is by no means the whole 
cloth, but ought to be considered as a 
necessary and effective tool to this end— 
as well as to direct selling of financial 
services. Prerequisite to its effective use 
is a clear objective, and a concept of 
public relations based on appraisal and 
classification of the problems and the 
audience. The principle was advanced 
that the conditioning of group leaders of 
local public opinion is primary to a well- 
rounded program, to give a foundation 
and a directness of appeal geared to 
existing predilections and interests. 

Any cooperative effort to build up 
- more business and good will for the trust 
companies of New York must be predi- 
cated on thinking of the whole situation 
in terms of an educational process, of 
conditioning the public towards new at- 
titudes and actions, and that conditioning 
of the public must be predicated on ef- 
fective strategy in these relationships, 
effective themes, effective organization, 
effective timing and planning and tactics. 
These tactics must necessarily employ all 
methods of approach to the public and of 
these advertising is one part. 


Proofs of Misunderstanding 


HE Roper trust survey gave cues to 

major popular misunderstandings or 
ignorance of things fiduciary. Relatively 
few even know the difference between 
savings, commercial and trust banks, the 
term “banker” is indiscriminately ap- 
plied to commercial, investment and 
brokerage bankers alike, as well as to 
those in the “policy game,” while the 
word trust stays wrapped in pristine 
veils of mystery with as many interpre- 
tations as there are prospects. To para- 
phrase, “it ain’t only what people don’t 
know about trust business, it’s what 
they know that ain’t so.” Only a hand- 
ful appreciate the various ways in which 
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trust services could be helpful to them, 
and most of them have the idea that such 
is only for the rich—a bad condition in 
any times, a dangerous one in these days 
of declining high bracket fortunes and 
political antagonism to wealth. Before 
trust institutions can make much pro- 
gress in getting business on the books, 
these conditions have to be recognized 
and remedied. 


Another impediment, of concern equal- 
ly to those responsible for profitable 
operations and new business develop- 
ment, is the preponderance of unneces- 
sarily complicated estates which require 
expensive renovation to put them in 
workable shape, or compliance with cost- 
ly, time-consuming or confusing will con- 
ditions. Here is further: proof of the 
widespread lack of public understanding, 
even among otherwise sophisticated busi- 
ness men, and the need for education in 
the value of estate planning or prepara- 
tion, wherein often lies the difference 
between profit and loss, acceptance or 
renouncement. 


Prerequisite to Securing Business 


HE prerequisite to any effective ad- 

vertising or promotion efforts, and 
especially so as regards joint action of 
an educational nature, is to “know your 
market,” not only its volume and com- 
position as to assets, but also its per- 
sonal atmosphere. A composite of this 
city’s population shows a mixture of 
backgrounds and creeds, interests and 
prejudices: about three-quarters of those 
in New York City, for example, are for- 
eign born or but one generation removed. 
Besides, in a period of such rapid social 
and economic changes, new attitudes and 
beliefs are being born that can spell the 
life or death of business habits and in- 
stitutions. Whether the citizens of the 
community are prospects or only voters, 
an understanding of their viewpoint, 
what they know and think as well as 
what they have materially, is as basic to 
good public relations as to acquisition 
of business. It is not only what we have 
to offer, but what people have to offer us 
in the form of law, confidence or busi- 
ness that counts. 





NEW BUSINESS 


A survey to discover the market con- 
ditions is the keystone to successful trust 
planning and promotional strategy, and 
it is probably the lack of such vital in- 
formation that has made banks hesitant 
to work out such plans either individual- 
ly or jointly; certainly it is the cause of 
much discouragement and lack of success 
in public relations or publicity work, for 
practical men do not like to “pitch pen- 
nies in the dark.” This is, however, just 
what a lot of new business appeals have 
done, for it is not easy to tell who has 
the net wealth and who (or what preju- 
dice) has the influence over its disposi- 
tion. 


Reaching Public and Prospect 





ONSE-: 

QUENTLY, : 
there has been 
no way of reach- 
ing the grounds 
of common 
agreement 
which are neces- 
sary to mutual . 
action, and ad- 
vertising has too 
often degener- 
ated into work- 
ing-over of 
small lists by the . 
various institu-! 
tions, with con- 5 
siderable dupli- . 
cation and with- 
out any assur-’ 
ance that we are 
either reaching | 
or substantially | 
impressing the: 
great potential ; 
market for liv- 
ing and testa-' 
mentary ser- 
vices. The state- 
ment of some 
banks that the }} 
greater share of | 
their appoint- 
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dations is a tribute to their knowledge 
and the intrinsic value of the corporate 
fiduciary, but a poor commentary on our 
public salesmanship, or independence. 
Newspaper ads sponsored by a represen- 
tative group of local fiduciaries can com- 
bine the benefits of education and pros- 
pect cultivation among all groups. 

As it becomes recognized that public 
opinion is the most important determin- 
ant of the values of securities as well as 
of institutions, it seems the duty of in- 
stitutional investors to keep it properly 
informed and favorable if they are to 
honorably discharge their obligations of 
savings protection. The savings banks 
have done excellent work in cooperative 
education, some of it closely tied in with 


MO ONE WILL EVER FIND IT IN AN OLD STOVE. 
Recently an absent-minded lady hid her 
money this way in the stove and baked 
a cake that cost her $1500. No doubt she 
had money to burn. 


IN AN OLD PAIR OF SHOES @ 
and don’t tell your 
wife about it. One of 
these days some lucky 
aht_* }tramp will get the 
shoes AND the money. 


j 
’ 


of Manhattan, Bronx and Westchester 


from lawyers’ A telescoped reproduction of covperative ad by savings banks 


recommen- 


in New York papers of June 24 
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major objectives of sound national fiscal 
policy. (See p. 43.) Insurance compan- 
ies, even though many are in the billion- 
aire asset class and might be presumed to 
be able to “go it alone,” have also spoken 
in concert to practical effect, and whole 
industries have joined forces to get 
across messages to the public. Corporate 
trustees have done so only in occasional, 
local instances—except in Canada where 
a Dominion-wide advertising campaign 
was conducted a few years ago and was 
in prospect just before the war. The 
precedents in Denver, Los. Angeles, 
Rochester and particularly in Washing- 
ton, D. C., have been worthy of far more 
attention than they have received. It 
was the consensus that, in view of the 
local nature of trust business—both as 
to prospects and conditions—any cooper- 
ative efforts would be more effective on 
a city-wide or other local basis than as a 
national undertaking. 


Analysis of Common Objections 


HAT are the reasons that cities like 

New York have failed to put into 
effect any cooperative advertising ven- 
ture? Aside from the difficulty of get- 
ting together and overcoming the inertia, 
the following objections are cited as 
typical: 
1. Prejudice against “advertising” gen- 

erally in some banks: 

As stated, the facts and convictions 
derived from a public-prospect survey 
would go far to dispel such prejudices, 
which are too often based on misunder- 
standing of the role of “contact” work 
as an essential part of any organization 
seeking public support, or of the true 
conditions and how to correct them to 
practical or “dollars-and-cents” benefit. 


2. Aloofness of some, usually the larger 
banks, to associate their policies or 
standards with different levels of 
“prestige.” 

This presupposes, however, that the 
social and economic functions and uses 
of trusteeship are generally understood 
and accepted, which is far from the fact. 
It would be justified if even that part of 
the public who are prospects had come 
to the point of selection of the fiduciary, 
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when actually relatively few are even 
sold on any fiduciary or service. As to 
those who are present prospects, the in- 
dividual trust company can, of course, 
adapt its own supplementary, institution- 
al copy, direct mail or solicitation. 
3. Question of cost and its allocation. 
The actual cost of joint sponsorship 
for educational, informative advertising 
(which would use local newspapers) is, 
of course, but a fraction of what it would 
cost any one bank, and need not be a 
commitment to any elaborate program, 
but could be geared to a few major issues 
with insertions rotating among the se- 
lected papers. It is a mistake to start 
with the assumption that the smallest 
trust institutions would gain unduly, for 
the sum total of such a proper campaign 
is larger than the contributions of the 
largest or the amount of benefit the small- 
er might gain. It may be desirable to 
equalize the cost by setting a minimum 
figure, say 2 to 10% of total cost, to be 
borne by any one participant, according 
to the number. Conversely, a maximum 
might be prescribed. 


4. Difficulty of getting agreement on ef- 
fective copy. 

As there are present in any aggrega- 
tion of companies some “comma-chang- 
ers” or those with set prejudices, it is 
feared that, to save offending tender feel- 
ings so much meat and punch will be 
deleted as to leave generalities which are 
not even glittering but simply colorless. 
To be successful, only those with author- 
ity in their own banks should be on the 
panel, and a single responsible head for 
making final decision on copy must be 
designated in whom all have confidence 
for his judgment and reasonableness. 


5. Appeal to masses would bring unde- 
sirable business or requests. 


This is a matter of copy to a large 
extent. Proper text could actually be ef- 
fective not only in diplomatically point- 
ing out who needs such services but also 
in avoiding appointments that are pre- 
sently undesirable, either by reason of 
asset or will conditions. In fact, should 
some who are not prospects pay banks 
the compliment of coming in, it would be 
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the finest kind of public relations to di- 


rect them to the proper sources, thus 


making friends among the public, sav- 
ings banks, insurance companies, lawyers 


and others. 


“Conditioning” Prior to Solicitation 
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ry°HERE is a tendency to forget that 
beneficiaries and public alike are 


often antagonistic because of misunder- 
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The Public Speaks 


And Tells What It Wants 


A Nation-wide poll reveals the qualifications men and women most 
desire in a manager for their personal estates 


What qualifications do property owners 
themselves consider desirable in those se- 
fected to administer a personal estate? 


A Nation-wide poll to find the answer was 
conducted recently by an independent re- 
search organization. ¢100 men and women 
who will leave estates —large and small— 


were questioned. The trust companies of ’ 


Rochester present the results of the poll. 
Remember the public is speaking. You are 
hearing from a cross section of all America. 


Here are the six qualifications of an execu- 
tor and trustee sought most frequently by 
the men and women who participated in 
the survey: 


32% 
20% 
15% 
. Impartiality 15% 
. Knowledge of Family Problems 10% 
. Technical Ability 5% 

All other qualifications 3% 


. Investment Experience 
. Continuing Responsibility 
. Specialization 


The figures show the percentage of property own- 


ets who considered cach qualification most desirable. 


Check these preferences of others with your 
own ideas about settling your own estate. 
The executor named in your will must 
assume this important responsibility. Re- 
member the executor’s fee is established 
by law and is the same whether you appoint 
an individual or a trust company. Be sure 


you make the right choice —for your 


family's sake. 
eee 


How do the trust companies listed below 
qualify under this public test, especially dur- 
ing a time of war or post-war uncertainties? 


Every day these trust companies deal with 
complicated estate investment problems. 
Group judgment is applied, by committees 
including both directors and officers. And 
such problems often differ widely from man- 
aging investments for a person still living— 
still able, through earning power, to offset 
avoidable losses. 


These trust companies have continuity of 
existence. By their very corporate nature, 
they do not go away to war, do not die, 
are not absent from their places of business. 
Their financial responsibility is well known, 


These trust companies specialize in estate 
work, day after day, year after year. Estate 
duties are not secondary to personal affairs. 


These trust companies impartially carry 
out the terms of the wills under which 
they act. \f any other course were followed, 
is it likely that their trust business would 
have increased $100,000,000 here in 
Rochester in the past ten years? 


These trust companies meet family prob- 
lems with thoughtful consideration. Every 
trust officer is constantly engaged in helping 
widows, daughters, sons and other benefi- 
ciaries find the right answers to all kinds of 
personal, as well as financial, questions. 


The technical ability of an established trust 
department will hardly be questioned. 


i 


These trust companies, in fact, are semi- 
public service institutions. To illustrate the 
point, we make this offer: If you expect to 
leave any estate—large or small—come to 
one of these companies. You will receive the 
benefit of wide experience ia helping plan 
estate affairs economically and in the best 
interests of beneficiaries under present war 
conditions. Helpful suggestions will be given 
cheerfully, and without cost. This offer does 
not include legal advice which is, of course, 
the province of your attorney. Why not 
take advantage of this opportunity, without 
delay? ; 





Free Report On Results 
Of Nation-Wide Poll 


The trust companies of Rochester have a 
limited supply of Reports showing interest- 
ing details on the Nation-wide poll. This 
poll reveals the public’s ideas about desir- 
able qualifications in an executor and trus- 
tee. The Report contains no advertising 
matter. Until the supply is exhausted, a 
copy will be sent to anyone interested, on 
request. 

The trust companies of Rochester had no 
part, financial or otherwise, in the conduct 
of this impartial survey among men and 
women who—like you—are seeking the 


best way to settle their estates. 
Ask for your copy of the Report today. 








The Trust Companies of Rochester, New York 


GENESEE VALLEY TRUST COMPANY 


45 Exchange Street (Main Office) 


LINCOLN -ALLIANCE BANK & TRUST CO. 


184 Main Street East (Main Office) 


CENTRAL TRUST COMPANY 


25 Main Street East (Main Office) 


Copyright, 1942 


SECURITY TRUST COMPANY 


103 Main Street Ease 


UNION TRUST COMPANY 


19 Main Street West (Main Office) 


ROCHESTER TRUST & SAFE DEPOSIT CO. 


5 Main Street West (Main Office) 


One of a series of cooperative ads run in local newspapers by 
Rochester trust companies 
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standings which we have taken no 
trouble to dispel. Beneficiaries often 
blame the trustee for situations created 
by restrictive provisions, while the pub- 
lic will have to undergo a revolution in 
attitude and knowledge if trust business 
is to make up in extensiveness (as by the 
common trust fund) what it will surely 
lack in intensiveness of catering to the 
heavily taxed wealthy class. And when 
people carry a chip on their shoulder, 
there is a definite connection between 
the said shoulder and the tongue. 


Prospect and public alike must be 
“conditioned” to acceptance and con- 
fidence if the trust idea is to prosper, and 
one of the great advantages of cooper- 
ative advertising is the elimination of 
the “self-pleader” position inherent in 
individual _ solicitation. Advertising’s 
role is to condition or “soften-up” the 
reader and that can be done most effec- 
tively by the third-party or indirect ap- 
peal. There is strength in advertising 
union as in any other kind, and only 
when the idea has been sold is the per- 
son a prospect for solicitation which is 
the job of the individual trustee com- 
pany. Advertising is not the lone 
panacea, but its achievements deserve 
serious study and should not be damned 
by a few negative experiences any more 
than we expect trust institutions to be 
damned by a few exceptional cases. 

Along with mutual advertising, pub- 
licity and news material can and should 
be coordinated. The material prepared 
for display space could be made available 
in booklet form for signature and dis- 
tribution by various groups, women’s 


LAND TITLE 


BANK AND TRUST COMPANY 


PCreLA DELPHI A 
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clubs, business and civic bodies. Assist- 
ance to that end can be expected of ad- 
vertising counsel and newspaper report- 
ers as well as the trust participants. 


There is a job to do in painting the 
picture of the trust department, both in 
a human and in a business way, that no 
trust company can do independently; 
there are misconceptions to be displaced 
by facts, germs of ideas to be planted 
before professional trusteeship can ar- 
rive at the position in the community to 
which its record and facilities entitle it. 
It is too much to expect 100% collabor- 
ation of the trust companies of New 
York City or most other large cities, but 
an effective start can be made by a 
representative group, and it was the 
belief of the panel meeting that the op- 
portunities and needs of such cooperative 
action were such as to justify city-wide 
consideration of a public opinion analysis 
and further steps to reach areas of mu- 
tual agreement. If corporate fiduciaries 
are to assume their rightful place in the 
economic life of their communities, a 
really workmanlike program will have to 
be undertaken and it is hoped that New 
York City can take the lead. 


F. A. A. Changes Dates 


The Financial Advertisers Association 
has postponed its annual convention from 
September 22 and 23 to October 19, 20 and 
21. The site will remain Chicago. Rea- 
son for the change, as explained by exe- 
cutive vice president Pres Reed, is the fact 
that the Third War Loan Drive will be 
on during the days originally set and mem- 
bers of the F.A.A. will, as in previous cam- 
paigns, devote full time to promoting this 
drive. 


ee 


New Life Insurance Gains 


New life insurance for May was 25.1 
per cent more than for May of last year, 
according to a statement forwarded by The 
Association of Life Insurance Presidents 
to the United States Department of Com- 
merce. For the first five months of this 
year, the total was 2.7 per cent less than 
for the corresponding period of 1942. 
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PUBLIC RELATIONS POLICIES 


JOHN K. KINNEMAN, JR. 
Vice President, Peoples-Pittsburgh Trust Company, Pittsburgh 


This is not an argument of what should be done but a statement of 
what has been done to promote good relations between trust companies 


and the public. 


Mr. Kinneman, Chairman of the Public Relations Com- 


mittee of Pennsylvania Banks, recently made the following report of 
progress in formulating and putting to use sound public relations prac- 


tices.—Editor’s Note. 


HE first step toward sound pub- 

lic relations in any trust depart- 
ment must be along the line of good 
employee relations. In a number of 
banks in the State comprehensive 
efforts have been made to make em- 
ployees feel happy and secure in 
their work. Jobs have been classi- 
fied, salaries standardized, employ- 
ee valuations have been made, 
profit-sharing plans inaugurated, 


pension plans established, hospitali- 
zation and group insurance pro- 


vided. Some banks have conducted 
classes to instruct their employees 
in the proper method of contact. 
This has included, with the coopera- 
tion of the Bell Telephone Company, 
classes on how to carry on intelli- 
gent and pleasant conversations, re- 
ferring calls to the proper persons 
without disconnection, and the elim- 
ination of the many other things that 
may irritate customers. 


Some banks have recognized achieve- 
ments on the part of employees—one 
bank by publishing pamphlets, citing 
by name the employees responsible for 
new business, in some instances add- 
ing weight by stating the gross trust fee 
that is anticipated from the business. 
These pamphlets are distributed to all 
employees in the payroll envelopes, as an 
incentive to other employees. New busi- 
ness ability should be one of the chief 
reasons for considering the promotion 
of employees. 

Most important of all, many banks are 
regularly acquainting the employee with 


what management is doing because those 
managements believe that a well-inform- 
ed employee is the most efficient one. We 
feel it is highly important, after an- 
nouncing some objective, to inform the 
employees as to what progress has been 
made and above all, to whole-heartedly 
credit them with all achievements of the 
department. Annual reports to em- 
ployees, similar to our reports to stock- 
holders, have been given orally and in 
written form with excellent results in 
the way of building teamwork and es- 
tablishing common objectives. 


Informing Officers and Public 


T a meeting held by one bank, com- 

mercial officers were shown the 
shrinkage that comes to estates which 
are not carefully planned, and methods 
of minimizing these losses were dis- 
cussed. Since these commercial bank of- 
ficers make calls on their larger cus- 
tomers, new sales objectives were added: 
to enthuse the client over the possibil- 
ities of savings through an estate an- 
alysis; to arrange an appointment for a 
trust officer to make such an analysis; 
and to convince the customer that he 
should divulge all of the information 
necessary to make such an analysis. 


The commercial officer, as a result, 
was in a better position to lay before a 
possible customer the advantages of 
dealing with the trust department, and 
to create a primary interest in his cus- 
tomer. When an officer is well informed, 
he is convinced that any man owning a 
sizable estate cannot afford to be with- 
out the trust department’s services. 





Some of the banks have done a good 
publicity job: they have released news 
stories on their accomplishments, gifts 
from trusts, common trust fund records, 
besides election of directors, promotions 
among employees and financial reports. 
In reference to the desirability of re- 
leasing press obituary notices in which 
the bank is named executor or trustee, 
there is a difference of opinion. Some 
banks feel that the heirs secure a notice 
in the press which is more acceptable if 
released by the bank, rather than take 
the chance of having some _ reporter 
garble the facts so as to present either 
an untrue statement or a mixed-up one. 
In Philadelphia, the Fiduciary Associa- 
tion has arranged to furnish to the 
newspapers all obituary notices, includ- 
ing both those in which the bank acts 
in some trust capacity and those in 
which they are not named. These re- 
leases will be so written as to protect 
the heirs from embarrassing statements 
and afford, where appropriate, due pub- 
licity for the trust departments. 


Advertising and Civic Contacts 


OME banks are carrying on active 

trust advertising campaigns and send 
out many tax bulletins to trust custom- 
ers and prospects. Most of the bulle- 
tins do not actively solicit business, and 
perhaps as a result are more thoroughly 
read and appreciated by those receiving 
them. In this connection, we should re- 
member that in the mind of the public, 
the banks using these bulletins are con- 
sidered to be just as well informed as 
the bulletins themselves indicate. Banks 
as a whole are producing and releasing 
a large number of direct mail pieces 
supplying detailed information as to the 
functions of different departments. 
Much of this is being done because of 
the shortage in contact personnel, the 
idea being “to save the customer until 
you can get to him.” 


Trust men throughout the state have 
been most active in civic affairs. Most 
of us worked in the War Loan Drives, 
others in the Red Cross, Salvation Army. 
and Community Fund Campaigns, and 
similar civic affairs. The result is a gen- 
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eral feeling that such men must be pret- 
ty solid and public-spirited citizens and 
trust can be placed in them. 


Another desirable factor in good pub- 
lic relations is the extending of new 
services to serve more people. The most 
noteworthy within recent years has been 
the creation of common trust funds. 
Published reports on the progress of 
these funds have enabled the general 
public to obtain a clearer idea of how 
a trust is invested and what it can pro- 
duce in the way of earnings. 

In, the late 1920’s, many banks offered 
to receive deposits monthly and to remit 
annual premiums for insurance policies. 
This was soon discouraged and discon- 
tinued by the majority of banks. Re- 
cently, because of the war, this has be- 
come a much-sought-after-arrangement 
by service men. Several of the banks 
have reinstated this service, but this time 
with a service charge to offset the ex- 
pense involved. 

Quite a number of our banks have re- 
duced their fees on voluntary trusts to 
service men. This was done primarily 
as a patriotic gesture, but from the com- 
mercial standpoint, there is naturally a 
greater likelihood of obtaining this 
business in post-war days. 


Customer Confidence Paramount 


ROBABLY most important in public 

relations is customer _ relations. 
While this committee is impressed with 
the many forward steps being made by 
the banks in general, it is taking the 
liberty of making some suggestions in 
this report which we hope will be ac- 
cepted in the spirit in which they are 
given. In the handling of trust busi- 
ness, it is our feeling that a trust officer 
should be considered by the customer in 
the same intimate personal sense as he 
regards his family physician. The cus- 
tomer likes to leave a bank after a con- 
sultation with his trust officer with the 
feeling that his affairs are being handled 
in a business-like manner, and that the 
trust officer has at his fingertips all 
available and pertinent information con- 
cerning his affairs. He wants to feel 
that his account is the most important 
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account in the trust department and is — 


receiving the maximum of attention by 
the trust officer. 

The place to start building this faith 
is in the first interview. Wills and trusts 
should not be set up without having 
complete information pertinent to the 
estate and its distribution. Obviously, 
a recommendation as to the disposition 
of an estate cannot be intelligently made 
without knowing the complete circum- 
stances, including an inventory of each 
asset and debt. In many cases this goes 
even further; the estates of other rela- 
tives and circumstances surrounding 
their situations should be considered. 


An analysis can then be made showing 
the most economical method of distribu- 
tion and the proper way to hold the prop- 
erty in order to minimize taxes. When 
a plan is decided upon, and the neces- 
sary papers completed by the attorney, 
a contact file should be set up which in- 
cludes the analysis, the inventory, and 
a brief of each interview including those 
carried on with the customer, the attor- 
ney, the life underwriter, and any other 
party related to the transaction. This 
file should be kept in evidence in future 
interviews and frequent reference made 
to former interviews, as a mark of 
thoroughness of the service rendered. 


Continuity of Contact 


NY legislation or other situation that 

might come up which would suggest 
the desirability of change in the present 
documents should determine the date for 
the next interview. The request for such 
a meeting should originate from the 
trust officer. In the absence of an in- 
dicated necessity for an interview, at 
intervals of not less than five years the 
trust officer should call on the customer 
and complete a new analysis and tax cal- 
culation covering his current situation. 
Any changes in the documents required 
should be made by the customer’s at- 
torney. 

A commercial officer would not think 
of ignoring a $100,000 checking account 
customer by not contacting him rather 
frequently. Prior to the death of the 
customer the trust officer will have had 
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“Our results are aston- 
ishing. 194 prospects 
have actually come in 
to our department for 
additional information.” 


The above quotation is 
evidence of the results 
achieved by Purse Planned 
Promotion. We shall be 
happy to explain how our 
experience, in developing 
trust business for others, 
may be helpful in develop- 
ing trust business for you. 


Headquarters for Trust Advertising 
CHATTANOOGA, TENNESSEE 


49 


BUY WAR BONDS ——————— 





50 


numerous opportunities to obtain active 
business, and many opportunities to use 
this customer as a center of influence or 
endless chain toward other prospects. 
We have found that such customers be- 
come close friends and not infrequently 
ask the trust officer’s advice before they 
will make any changes in their insur- 
ance or investments. 


Following Through With Heirs 


N these interviews the trust new busi- 

ness officer will have become acquaint- 
ed with one or more of the heirs. After 
the death of the customer, at the initial 
interviews with the heirs the new busi- 
ness officer who has serviced this busi- 
ness should be present with the adminis- 
trative officer who will take over. 


Most trust officers, at the first meet- 
ing with the heirs, outline the trust de- 
partment’s duties and what the trust of- 
ficer hopes to accomplish in their behalf. 
We believe that a considerably better 
impression can be made; first, by review- 
ing the business 


involved from the 
earliest contact and second, by present- 
ing at that time a form, used by some 
of our trust departments, which sets 
forth the securities, assets, debts, an 
estimate of the taxes, the sales that must 
be made for the immediate requirements 
of cash, and other related problems. 
This form should be made out in suffi- 
cient copies so that a copy can be pre- 
sented to each heir, as well as to the 
attorney, thus leaving nothing to mem- 
ory. 

The administrative officer should con- 
tinue to record every contact in the file 
originated by the new business trust of- 
ficer. The tactics used by salesmen can 
be well adapted in the operation of an 
estate or trust. Since trust service is 
generally an entirely new subject to 
your customer, you can use letters, tele- 
phone and interviews to explain what 
you have done, are doing, and expect to 
do. Not only in this first interview, but 
in all interviews when the trust officer 
knows the customer is coming in, he will 
gain favor, build confidence, and impress 
the customer with the importance of this 
trust, if he will have reviewed his file 
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before the customer comes in, and have 
it on his desk. 


Visual Proofs of Performance 


NOTHER chart used by a number of 

vur trust departments with great 
satisfaction to the customer is the pro- 
gress chart which lists each step that 
must be taken to settle the estate, and 
is exhibited by the trust officer during 
his interview as evidence that everything 
is being handled in a business-like man- 
ner. Most trust officers follow the prac- 
tice of calling their customer in to ex- 
plain the first trust statement showing 
transactions pertaining to income and 
principal. Machine-made_ statements, 
with their frequently weird symbols and 
abbreviations, need translation into 
terms understandable to laymen. 


Many trust companies are following 
the policy of insisting at the opening of 
an estate or trust that all securities that 
are not satisfactory for trust investment, 
be disposed of as quickly as possible. 
This policy seems desirable, for it will 
avoid considerable criticism later. We 
have observed several methods used by 
trust officers when they are approached 
for a recommendation as to securities 
they might recommend for trust invest- 
ment. One method we would not recom- 
mend is picking up the financial page of 
a newspaper and at random pointing out 
this or that security. _We believe the 
most favorable method is to have an ap- 
proved list from which to make sugges- 
tions, preferably in certain price limits. 

Many customers have been irritated 
over the foreclosure of mortgage invest- 
ments in their trusts which, if handled 
differently, could have emphasized the 
excellent performance of the trustee. 
Where the heirs cannot be called into the 
bank, letters of notification should in- 
clude the complete story behind these 
mortgages: how the mortgage origin- 
ated, the appraised and assessed value 
at the time, the use of the property, its 
rental, amortization history, facts re- 
garding the owner, the kind of construc- 
tion, neighborhood, and other facts 
which explain why the mortgage was 
once good, why it was necessary to fore- 
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close, and what can be and will be done 
to effect recovery. 


Activity Pays Dividends 


T is suggested that every trust officer 

in the larger banks make it a prac- 
tice to call on at least two lawyers a 
week and entertain a selected group from 
time to time. We should have regard 
for the lawyer’s position, and attempt to 
increase his responsibility in our trusts 
and estates. One bank reports that its 
trust officers go to the attorneys’ offices 
for meetings instead of having them held 
in the bank; another bank reports a 
practice of delivering in person all 
checks covering fees and at that time 
thanking the attorney for his cooper- 
ation. 

Many trust officers in the State are 
delivering speeches before the life in- 
surance agencies on the subject of trusts 
as related to life insurance. This has 
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Corporate Trustee 


When you desire a Boston institution 
to serve as corporate trustee, transfer 
agent or registrar, the Shawmut Bank 
is particularly well-qualified to serve 
you. We invite your inquiry. 


TRUST DEPARTMENT 


The National 
Shawmut Bank 


40 Water Street, Boston 
Member Federal Deposit Insurance Corporation 
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resulted in the development of even 
greater friendly relations between banks 
and those companies. Life insurance 
and trust councils in Pittsburgh and 
Philadelphia are doing an excellent job 
of improving the cooperation between 
life underwriters and trust men. Simi- 
larly, our joint meetings with the Bar 
Associations have made possible a bet- 
ter understanding. During the year 
many speeches on trusts have been made 
before civic organizations. 


Keeping of the complete contact file 
and constant customer attention from 
the start is much more economical than 
having so much of our future’ business 
wash off our books. It will increase re- 
peat business through several gener- 
ations and our customer’s business as- 
sociates, relatives, and friends will be 
attracted by this type of service as 
against the “wait-for-them-to-die” pol- 
icy too often followed. 
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CENTRAL HANOVER BANK AND TRUST COMPANY 


NEW YORK 


Statement of Condition at Close of Business 


June 30, 1943 


ASSETS 
Cash and Due from Banks 
U. S. Government Securities . 
State and Municipal Securities 
Other Securities . A 
Stock in Federal Reserve Bank 
Loans and Bills Purchased 
Real Estate Mortgages . 
Banking Houses 
Other Real Estate . 
Interest Accrued 
Customers’ Liability Account of Acceptances 


$295,160,610.26 
941,132,087. 33 
21,456,476.44 
15,591,466.89 
2,4.30,000.00 
242,949,006. 35 
52424, 386.34 
14,124,009.00 
678,759-74 
2,354,069.60 


1,517,378.32 


Total $1,542,818,850.27 


LIABILITIES 
Capital . 2. 2 « 
Surplus . . 
Undivided Profits 


Reserves : 
Taxes, Interest, etc. . 


Dividend: 
Payable July 1, 1943 
Acceptances . 


Deposits . 


‘ 20,239,673.18 


$21,000,000.00 
60,000,000.00 


$101,239,673.18 
6,018,219.55 


1,050,000.00 
1,565,114.67 
- 1,432,945,842.87 


Total $1,542,818,850.27 


There are pledged to secure public monies and to qualify for fiduciary powers 


U. S. Government Securities 


$209,549,806. 08 


Member Federal Deposit Insurance Corporation 
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THE BEST SALESMEN CANNOT BE HIRED 


HIS comes to us from a trust officer 
who requests that all names used be 
fictionally disguised. 

“Here is an advertisement,” he 
writes, “that no professional hand has 
touched. It is a letter written to a man 
about to go to Brazil on a government 
mission that may keep him there a year 
or more. For many years he has been 
employed by an American corporation 
in a capacity which has kept him con- 
stantly on the run. Seniors in the firm, 
who were his close and trusted friends, 
have handled his investments, holding 
title, in their joint names, as his nom- 
inees. The burden became too great, 
apparently, and this letter was written. 
‘Bob,’ introduced by one of our directors, 
came to us, and we have taken over his 
account on a managing agency basis. 
His investment tastes are conservative; 
it will be a pleasant-to-handle and pro- 
fitable account. 

But the letter! Here it is, written 
straight from the heart of a business 
man who rebelled at long last, politely 
but no less pointedly, from the task of 
managing a friend’s investments: 


“Dear Bob: 

“Some time ago I asked Mr. Adams 
to submit your list of securities to two 
of the largest banks in the country with 
whom we do business and in whom we 
have a great deal of confidence. The se- 
curity experts of these banks went over 
your list of stocks and made their recom- 
mendations. We enclose these letters for 
your consideration. 

“Miss Blake, my secretary, who has 
over a period of years assisted in keep- 
ing up to date on your investments, has 
given me a report, copy of which I en- 
close. 

“T think that you ought to study all 
of this material and make some decisions. 
In the past you have usually said that 
I should use my own judgment. It seems 
to me that you should not wave your own 
problem aside in that manner now. You 
can see how difficult it is to analyze a 
list of stocks when two of the largest 
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banks in the United States will be on 
the opposite sides of a particular stock 
as important as Kennecott Copper. 


“I think that you should select some 
banking institution or financial coun- 
selor to take over your stocks and recom- 
mend the specific changes that in general 
terms you think should be made. Your 
stocks and cash that have been under my 
supervision have been running in the 
neighborhood of $40,000 to $50,000 and 
I think that warrants your having ex- 
pert counsel and advice, even though it 
means that you have to pay a fee for 
having it attended to. 


“If you do not have time to make the 
selection and have all of these changes 
made by the time you have to go to ° 
Brazil, I will reluctantly carry on until 
you get back, but I must insist that you 
relieve me of this responsibility. I don’t 
think that you should ask anyone else 
in our company to take on this kind of 
job with the hectic conditions under 
which we have to work. 


“Frankly, I wish someone would take 
over my financial affairs, under present 
circumstances and run them, but it isn’t 
possible. Everyone has to personally 
take this responsibility or hire someone 
tO 038: < sis0 


“T enclose a circular from [a well- 
known statistical service]. You know 
we subscribed for this service for a 
while, but it is not the kind of service 
you need. You need someone who has 
the authority to move and handle your 
stocks, receive money and dividends, and 
make payments as required... . 


“Sincerely 


“George.” 


Our correspondent, with permission 
of the recipient, is using this letter as a 


part of his selling kit. He concludes: 
“Its application is not alone to those 
leaving for the far ends of the world; 
anyone contemplating making a Will, 
and appointing a friend or business as- 
sociate as his executor or trustee, should 
have this glimpse of what the other man 
thinks about the ‘honor’ of trusteeship.” 
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THE TRUTH THOUGH IT HURTS 


N page 47 of this issue appears a 

report by John K. Kinneman, Jr., on 
the state of public relations in Pennsyl- 
vania—on the enlightened policies and 
practices of the trust institutions of that 
commonwealth. 


Lately, in a news release under a 
Pittsburgh date-line, was a demonstra- 
tion of public relations in the making; 
no preachment, but the practice thereof. 
“At the risk of losing much of its life 
insurance trust business,’ commented 
the reporter, “the Peoples-Pittsburgh 
Trust Company sent this letter to all of 
its life insurance trust clients: 


“Dear Mr. Doe: 

“Recently the Commissioner of Inter- 
nal Revenue has amended certain sec- 
tions of his regulations applicable to 
the proceeds of life insurance policies 
when proceeds are paid by the insurance 
company to the beneficiaries under a 
settlement option of the contract. 

“This ruling provides that if the in- 
sured, during his lifetime, elects to have 
the proceeds of any contract paid to his 
beneficiary under the policy option which 
calls for the distribution of a regular 
sum periodically over a number of years 
certain or for the life of the beneficiary, 
even though such sums may be increased 
by additional income as determined by 
the company from time to time, all 
money so received by that beneficiary 
will be free of income tax. 

“For this reason you may wish to re- 
consider your present plan of distribu- 





ANCILLARY ADMINISTRATION 


A New Jersey See 
Fiduciary With ri 
A Proven Record 
MONTCLAIR TRUST COMPANY 


MONTCLAIR, NEW JERSEY 


Member Federal Deposit Insurance Corporation 
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tion—although it is not unlikely that 
early legislation may change the law so 
that a portion of the amount received 
under these circumstances will be in- 
cluded in the gross income of a bene- 
ficiary. 

“We particularly wish to call your at- 
tention to the fact that the operation of 
this ruling is limited to cases where the 
option is elected during the lifetime of 
the insured, and where both the prin- 
cipal sum of the policy and earnings are 
distributed at stated periods. Inasmuch 
as many life insurance trusts have been 
created in order that cash may be avail- 
able for payment of death taxes and 
other expenses, or to provide funds 
which may be used in the discretion of 
the trustee to meet changing conditions 
and emergencies as they may confront 
the insured’s beneficiaries from time to 
time, many persons having insurance 
trusts have decided to continue them 
rather than to change an existing plan 
because of one advantage which may be 
only temporary. 


“We feel, however, that we should 
bring this matter to your attention and 
invite you to consult with one of our 
trust officers so that we may discuss 
with you the details of your particular 
situation. 

“Very truly yours, 
“ROBERT WOMSLEY 
“Executive Trust Officer.” 


TWO LETTERS 


ET it be considered no incident of 
lazy midsummer that the New Busi- 
ness Column of this July issue consists 
of two letters. The appeal of apposite- 
ness was too strong to resist: one a let- 
ter by a business man which literally 
drove business into a trust company; 
the other a letter by a trust company 
which may very well drive one type of 
business out. Both being public-rela- 
tions-in-practice of the highest order. 


But note: the trust officer’s letter 
twice referred to the possibility that the 
ruling might be reversed. The thought- 
ful reader of this letter, whose life in- 
surance trust was established for either 
of the sound reasons cited, will hardly 
rush to scrap his plans. 








DISPOSITION OF FUNDS DUE ABSENT 


OR UNKNOWN 


BENEFICIARIES 


Success of Delaware Law May Suggest Action in Other States 


HON. GEORGE BURTON PEARSON, JR. 
Vice-Chancellor, Court of Chancery, State of Delaware 


PON the arrival of the time for dis- 

tribution of property of a trust or 
of a decedent’s estate, it not infrequently 
happens that the fiduciary is unable to 
distribute because he does not know, and 
is unable to ascertain by practicable 
means, the identity, whereabouts, or 
share of the beneficiary, or because the 
beneficiary is incompetent to receive the 
fund. From the standpoint of the fidu- 
ciary, this gives rise to the question, how 
may he obtain a discharge from further 
liability with respect to the fund? Like- 
wise, to protect the interests of the per- 
sons entitled, the situation calls for relief 
designed to furnish means to resolve any 
existing uncertainties and to effect a 
proper distribution wherever this is rea- 
sonably possible. 


Provision for the solution of some of 
these problems is found in an 1881 Dela- 
ware statute which has remained un- 
changed. The purpose of this article 
is to describe the functioning of the act, 
without attempting to compare the Dela- 
ware law and practice with those of any 
other state. 


Footnotes are at end of article, page 58. 


Background of Law 


HE classes of fiduciaries for whom 

the act provides relief are executors, 
administrators, and trustees. In Dela- 
ware, the Court of Chancery has juris- 
diction over trusts and trustees. The 
Register of Wills is a judicial and an ac- 
counting officer, and as such has juris- 
diction generally over executors and ad- 
ministrators, and the administration of 
decedents’ estates. Thus, trustees on the 
one hand, and executors and administra- 
tors on the other, are subject to the con- 
trol of different courts and different pro- 
cedural rules. Notwithstanding the dif- 
ferences affecting the two classes of fidu- 
ciaries, the similarity of the problems 
which exist where unclaimed funds are 
held makes it reasonable to apply similar 
procedural means without regard to the 
kind of fiduciary concerned. That execu- 
tors and administrators should obtain 
relief in this tribunal recalls the ancient 
jurisdiction of the Court of Chancery 
over decedents’ estates.” 

When the act was originally passed, 
there was no statutory authorization for 
decrees of distribution in connection with 
the settlement of personal estates. A 
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statute of 1933 attempted to confer upon 
the Register of Wills authority to enter 
such decrees.* In the first proceeding 
under it, the statute was held unconsti- 
tutional.4 By amendment, in 1939, the 
jurisdiction of the Orphans’ Court was 
extended to the distribution of assets of 
decedents’ estates, in certain cases.5 It 
remains to be seen to what extent this 
may be resorted to where relief would 
otherwise be afforded by the act we are 
now considering. 


Scope of Act 


HE statute is most frequently availed 

of in cases where the fiduciary is un- 
able to ascertain the existence or iden- 
tity of a named beneficiary, or of the 
members of a class designated as bene- 
ficiaries, or of the persons constituting 
the intestate distributees of a decedent. 
Of course, where distribution may be 
satisfactorily effected by direct means, 
no attempt is made to resort to the 
statute. Thus, as might be supposed, 
fiduciaries regularly distribute to bene- 
ficiaries whose identity is known and 


whose legacy or share is ascertained, al- 
though the beneficiaries be out of the 


state. Similarly, as to persons incompet- 
ent to receive a fund, fiduciaries make 
distributions to trustees or guardians for 
insane or minor persons when the trus- 
tees or guardians are empowered to re- 
ceive and give a valid discharge for the 
distributions. 

A proceeding under the statute is not 
a substitute for a suit for instructions or 
for the construction of a will or trust in- 
strument. In one case, an administrator 
c. t. a. sought relief, under the statute, 
on the ground that “the shares of the 
persons entitled to the same are un- 
known.”® In stating the problem in- 
volved, the Chancellor said in his opin- 
ion: 


“ *** The petition, therefore, puts a 
case within the literal language of the 
Code section above referred to. The cir- 
cumstance that the shares of the persons 
entitled to this money are unknown is due 
to the fact that the will of Horace J. 
Morgan is so phrased as to raise a doubt 
with respect to its meaning. There is no 
uncertainty concerning the identity of the 
persons who, when the will is construed, 
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would be entitled to the money. The only 
thing that renders unknown the identity 
of the persons entitled is the doubtful 
language of the testator. ***” 


Continuing, the Chancellor defined an 
aspect of the scope of the act, and the 
following excerpt from his discussion is 
helpful to understand the purpose served 
by the act: 


“The petitioner, however, has not 
chosen to file a bill for instructions. He 
has concluded to proceed under the Code 
section referred to. I conceive that it is 
improper for the Chancellor to undertake 
a construction of the will in a proceeding 
instituted under this section. While the 
section provides for relief in cases where 
the persons entitled are unknown, it 
seems to me the circumstance of being 
‘unknown’ must be based upon a question 
of fact, and not upon a question of law 
involving a construction of a will. It is 
hardly to be supposed that the Code sec- 
tion in question was intended by the Leg- 
islature to supply a method of procedure 
which might in a great many cases be 
used to supplant the established proce- 
dure by a bill for instructions.***” 


Procedure 


PROCEEDING under the statute iis 

&\ initiated by a petition, verified by 
the fiduciary, and ordinarily presented 
ex parte to the court. In the petition, 
the facts are set forth, including par- 
ticularly the reasons why the fund in 
question cannot be distributed. Gener- 
ally, a petition is not filed until all prop- 
erty has been actually converted into 
money, and the exact amount is disclosed 
in the petition. The court then deter- 
mines whether a proper case for relief 
has been stated. If so, an order is en- 
tered directing the petitioner to pay into 
the Court of Chancery the fund in his 
hands, after deducting costs, expenses 
and counsel fees allowed by the court. 
Upon compliance with the order, the 
fiduciary and the sureties on any bond 
he may have given are discharged from 
all further liability in respect to the fund. 
Thus, by a simple, expeditious pro- 
ceeding, the fiduciary may, in a proper 
case, absolve himself from the duty to 
make distribution of the fund. From 
that point on, the fund is in the custody 
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of the court. The order directing pay- 
ment into court usually provides also how 
the fund shall be held, within the limits 
of the statute, pending a determination 
of the persons entitled. 


Ascertaining Beneficiaries 


HE remaining provisions of the 

statute concern means for the ascer- 
tainment of the parties entitled and for 
the distribution of the fund. Under the 
act the fiduciary is relieved from the 
performance of his duty to make distri- 
bution only where performance is blocked 
by the existence of certain circumstances, 
and thus something more is required, in 
order to ascertain and distribute, than is 
within the powers or duties of the fidu- 
ciary to accomplish. That “something 
more” appears in the broad and general 
authorization to direct proceedings which 
are adaptable to a wide variety of factual 
situations. 

The statute empowers the Chancellor 
“to direct such proceedings, issue such 
writs, and make such orders as he may 
deem expedient for ascertaining the par- 
ties entitled to the money paid into 
court *** and for the payment and dis- 
tribution of the same.” Occasionally, 
where no interested party comes forward 
to request it, the Chancellor, on his own 
motion, enters an order directing appro- 
priate proceedings. More often, however, 
some claimant files a petition for such 
direction. Where the order directs pro- 
ceedings for the adjudication of rights 
to the fund, notice is required to be given 
to all persons interested that the ascer- 
tainment and distribution will be made, 
and that claims must be filed within a 
stated period. The statute authorizes 
‘notice to parties interested, residing 
out of this State or whose residences are 
unknown, to be given by publication.” 

Usually, an “auditor” is appointed by 
the order, to investigate and report con- 
cerning the questions to be determined. 
The auditor may serve in the capacity of 
an investigator, or of a special master, 
or both.? Special powers may be granted 
him by the order of appointment. In 
some instances, particularly where the 
fund is unclaimed, there are few known 
facts concerning the beneficiaries or dis- 
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tributees. Needless to say, such cases 
demand the exercise of considerable in- 
genuity on the part of the auditor in 
examining into and piecing together bits 
of information. Difficult geneological 
researches may be required. The auditor 
may be obliged to travel in the course of 
his inquiry. He may seek information by 
advertisements in publications in places 
of former residence of persons possibly 
interested. These and other investiga- 
tions may be carried on before anyone 
makes a claim to the fund, or after some 
claims are presented. By petition to the 
court, the auditor may request authority 
to incur unusual expenses, or ask for an 
allowance for that purpose. 


Report and Distribution 


F no claimants are found after a thor- 

ough investigation, the auditor re- 
ports to the court the result of his en-— 
deavors. But if claims are presented, 
whether in response to the notice direct- 
ed by the order of the Chancellor or as a 
consequence of the auditor’s investiga- 
tion, the auditor may act in the capacity 
of a special master. In so doing, he ex- 
amines claims filed, and holds hearings at 
which witnesses may be called, and docu- 
mentary and other evidence adduced. 
The hearings are held wherever is most 
convenient, not necessarily in the State 
of Delaware. After consideration of the 
evidence, the auditor files a report with 
the Chancellor. The claimants are noti- 
fied and afforded an opportunity to object 
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to the auditor’s findings and recommen- 
dations. The Chancellor then either ap- 
proves or disapproves the report, in 
whole or in part, and orders a distribu- 
tion of the fund. The statute provides 
that any distribution made by order of 
the Chancellor “shall be final and conclu- 
sive as to the right of the parties inter- 
ested therein.” 

In a case where the services of an 
auditor seem unnecessary, the Chancellor 
may decline to appoint one, and direct a 
hearing before the court in the first in- 
stance, after notice to all persons con- 
cerned. Such a situation arose in a case 
where it clearly appeared that all pos- 
sible beneficiaries were confined to a 
group of known persons who were repre- 
sented by Delaware solicitors and were 
actively asserting their claims.® 

Judging from the absence of criticisms 
and complaints, the statute would seem 
to be regarded as satisfactory by fiducia- 
ries and the bar. Proceedings under it 
certainly have the merit of simplicity 
and flexibility. In those cases in which 
it has been applied, it has proved reason- 
ably adequate for its purposes. So long 
as its application continues to produce 
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like results in the ever varying situa- 
tions which arise, it may fairly be said 
to meet an important test of good legis- 
lation. 


1. Rev. Code of Del. (1935) §3857: “If an execu- 
tor, administrator or trustee cannot pay over a 
legacy, residue of intestate personal estate, dis- 
tributive share, or trust fund in his hands, be- 
cause the person entitled to the same, or any 
part thereof, is absent from the State, unknown 
or incompetent to receive the same or because 
the shares of the persons entitled to the same 
are unknown, such executor, administrator or 
trustee may prefer to the Chancellor a petition 
setting forth the premises and praying relief; 
and thereupon, the Chancellor, upon being satis- 
fied that it is a proper case for relief, shall 
order the petitioner to pay into the Court of 
Chancery the amount in his hands as aforesaid, 
with the interest which may have accrued 
thereon, less such costs, expenses and counsel 
fees as may be allowed by the Chancellor; and 
upon compliance with such order the petitioner 
and his sureties shall be discharged from all 
further liability in respect to the money so 
paid. 

“Any money paid into court as aforesaid 
may, by order of the Chancellor, be deposited 
in the name of the Court, in the Farmers’ Bank 
of this State, or in any Savings Bank in this 
State, or invested in the name of the State in 
the funded debt of this State or of the United 
States, or upon bond or mortgage or both for 
the benefit of the parties entitled to the same. 
The costs of such investment shall be payable 
out of the fund. 

“The Chancellor shall have power to direct 
such proceedings, issue such writs, and make 
such orders as he may deem expedient for as- 
certaining the parties entitled to the money 
paid into Court as aforesaid, and for the pay- 
ment and distribution of the same; and for 
this purpose he may cause notice to parties in- 
terested, residing out of this State or whose 
residences are unknown, to be given by publi- 
cation or otherwise as he may direct and may 
appoint an auditor to investigate and report to 
him as to any matter necessary to be deter- 
mined in the premises. Any proceeding, writ, 
or order authorized by this section may be 
taken, directed, issued, returned or made as 
well in vacation at chambers as at term time. 

“Any payment or distribution of money paid 
into Court as aforesaid made by order of the 
Chancellor under the provision of this section, 
shall be final and conclusive as to the right of 
the parties interested therein.” 

2. As to this jurisdiction, compare In Re Ortiz’ 
Estate (Del. Ch.) 27 A. (2d) 368, 373. 

3. Rev. Code of Del. (1935) §3867. 

. Wil. Trust Co. v. Baldwin, 8 W. W. Harr. 595, 
195 A. 287. 

. 42 Laws of Del., Chap. 143, p. 295. 

. In Re Petition of Horace B. James, Adm’r., 
15 Del. Ch. 253, 135 A. 849. 

. For cases in which an auditor acted in the dual 
capacity, see In re Caldwell’s Estate, 8 Del. 
Ch. 358, 68 A. 525; In the Matter of the Estate 
of Collum Duffy (unreported) Ct. Ch. N. C. 
County, Del. 1912; In re Estate of Anne Walk- 
er (unreported) Ct. Ch. N. C. County, Del. 
1914, 

. In the Matter of the Estate of Charles E. Van 
Ostrand (unreported) Ct. Ch. N. C. County, 
Del. 1938. 
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HOW TO START A COMMON TRUST FUND 


RODMAN WARD 
Vice President and Trust Officer, Equitable Trust Company, Wilmington, Delaware 


HE first thing to do is to get from 

the Trust Division of the American 
Bankers Association its Handbook on 
Common Trust Funds. Then delegate 
some studious and careful person in 
your trust department to study it, tell 
him he is to be your authority on the 
subject. If this person is not the head 
of the department, persuade whoever is 
the head to read it carefully through 
Appendix A, which contains the appro- 
priate provisions of Regulation F of the 
Board of Governors of the Federal Re- 
serve System. Persuade your counsel 
to read the body of the book at least 
casually, but to familiarize himself thor- 
oughly with Regulation F and your own 
statute. 


Next make an analysis of your trust 
department to see if you will have, 
within a reasonable period in the future, 


enough money in appropriate trusts 
available for common trust fund invest- 
ment to make it worthwhile from a cost 
of operations point of view. I used to 
say it probably wasn’t worth-while 
starting a Fund unless the bank could 
forecast several hundred thousand dol- 
lars in it within a few years of its be- 
ginning. Your statute, of course, con- 
tains a restriction of $200,000 as a maxi- 
mum size of any Fund. This presents 
a very serious problem, because, al- 
though Common Trust Fund operation 
in sufficient volume undoubtedly cuts 
the cost of operation considerably, there 
are complications in such operation. 
These complications, not only what one 
might call the essential machinery of 
ordinary operation, but also the compli- 
ance with certain formal requirements 
contained in the regulations, result in 
some overhead cost. To offset and jus- 
tify this, there must be the savings re- 
sulting from volume. While your statute 
has that limitation, the answer lies in a 


From address before Connecticut Trust Confer- 
ence. 


sufficient number of parallel Common 
Trust Funds, because the operation of 
two would not cost twice as much or 
cause twice as much trouble as one. If a 
$400,000 fund is the least that would 
justify operation from a cost point of 
view, then perhaps six or seven hundred 
thousand dollars might be the least 
when it must be spread over several 
smaller Funds. The Common Trust 
Fund also requires a reasonably well 
organized trust department with ready 
access to statistical sources and to first 
class investment advice. 


Drafting the Plan 


Your next problem is to draft the 
required written Plan or Declaration of 
Trust. Your legal status as trustee of 
the Fund, the tax status of the Fund 
itself, the method of operation, whether 
costly or not, the rights of participating 
trusts, your duties, and your rights: 
all these and more will depend on what 
is and is not written into the Plan. There 
is a suggested form in the Handbook, as 
Appendix C, which was drafted to com- 
ply with the laws of New York State, 
laws which fortunately have now been 
amended because they proved to be re- 
strictive and cumbersome. You can get, 
as a better basis to start from, the 
copies of the plans now in use by trust 
companies.* 


You must decide how frequently val- 
uation dates will occur. Regulation F 
requires that they take place not less 
frequently than each three months. All 
admissions to and withdrawals from a 
Fund can take place only as of a pre- 
determined valuation date, being the 
time when a formal appraisal of the 
Fund, and hence a formal determina- 
tion of the value of each unit of parti- 
cipation, is made. I do not think you 


*The editors of Trusts and Estates will be glad 
to furnish a list of banks operating common trust 
funds upon request. 
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should consider having them more fre- 
quently than the minimum requirement. 
Most people prefer to pick some dates 
other than the last days of March, June, 
September and December, because they 
are then already too busy. An odd date 
in the middle of a month avoids peak 
periods of work, but makes a little more 
income tax work; the last days of some 
other set of months save a little income 
tax work by filing returns on a corre- 
sponding fiscal year basis. Perhaps 
your personal property tax date would 
affect the decision. 


You must decide what will be the 
original value of your units of partici- 
pation. I say “original value,” not par 
value or face value. A unit of partici- 
pation which is issued at the inception 
of the Fund has an arbitrary value 
placed on it at that time. Thereafter its 
only value is its actual value as deter- 
mined at each valuation date. Ten dol- 
lars seems to have as much support as 
any other figure for an original value. 
It has the slight advantage of permitting 
a little more complete investment of the 
money in a participating trust. 


You must decide upon the exact 
method of appraising all kinds of prop- 
erty which may be in the Fund. New 
York Stock Exchange quotations, but 
specified as the closing sale price, or 
mean between high and low, or mean 
between closing bid and asked, will 
probably be used where available. Be 
sure your plan provides for valuation 
of every possible kind of investment. 


(The method of handling income re- 
quires careful study, and will be dis- 
cussed later.) 


Special Phases 


The Plan must have more general 
provisions covering problems peculiar 
to the Common Trust Fund as opposed 
to an ordinary trust. For example, it 
should specify whether the participa- 
tion of a trust in the Fund is to be 
represented by a certificate or merely 
by an entry in special books kept for 
the purpose. Issuing certificates is 
waste motion. If, however, you do issue 
certificates, bear in mind the restriction 


TRUSTS and ESTATES—July 1943 


that they must not purport to be nego- 
tiable or assignable. In connection with 
the evidences of ownership of partici- 
pating interests, it is necessary to main- 
tain a bookkeeping control over them so 
that the number of units outstanding as 
shown on what might be called the bal- 
ance sheet of the Fund can readily be 
proved with the number of units held 
in your trusts as shown on the asset 
records of individual trusts. 


The Plan should prescribe that par- 
ticipations may be allowed only upon 
payment of cash into the Fund. In 
other words, you should not assign se- 
curities from an individual trust to the 
Fund in payment for the participation. 
This is not a requirement of the Regula- 
tion, but it is definitely a neater and 
cleaner procedure and may save income 
tax headaches. The Plan should defin- 
itely specify that all issuances and re- 
demptions of participations may only 
be made on the basis of a valuation; 
and on a valuation date or within two 
business days thereafter, when notice 
has been entered on the record, prior 
to that date, of intention to participate. 
Unlike payment for issuance, payment 
on redemption may well be made in kind 
or partly in kind, and the Plan should 
make provisions for it. I do not, how- 
ever, see the necessity of spelling out 
the restrictions made in the Regulation 
on redemptions in kind. 


Another group of provisions to be in- 
cluded are similar to those found in 
many a well-drawn trust instrument of 
the ordinary kind. There should also be 
provision that the trustee is to serve 
without special compensation. The 
succession as trustee of your successor 
corporation should be provided for. The 
Regulation positively requires that the 
Plan shall provide that the Common 
Trust Fund shall be administered in 
conformity with the rules and regula- 
tions, prevailing from time to time,. of 
the Board of Governors of the Federal 
Reserve System pertaining to the collec- 
tive investment of trust funds by na- 
tional banks. 

I have not mentioned several things 
that are usually included, as I am in 
favor of leaving everything out that you 
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can. I see no reason why the Plan 
should mention any limitation on the 
size of the participation of any one 
trust, or the limitation found in both 
your law and the Reserve Regulation 
on the amount of securities of any one 
company. There are a lot of things in 
the Regulation which need not be in- 
cluded in the Plan. This doesn’t neces- 
sarily mean they are undesirable. They 
may be changed in detail later in the 
Regulation, and if you don’t mention 
now, you won’t have to amend later. 


Records 


The next general step would be to 
set up the bookkeeping methods. These 
will depend in form largely upon your 
present bookkeeping methods and ma- 
chinery, and upon the decisions you 
have made in designing your Plan. One 
suggestion is that you maintain a gen- 
eral ledger separate from your ordinary 
trust department ledger. Otherwise, 
you will be padding your trust depart- 
ment assets by duplication. There are 
suggestions in the Handbook for the 
accounts to be set up in this special 
general ledger, and it can provide a 
useful control for proof of the units out- 
standing. 


A peculiar record you will want is of 
the income tax cost basis of the units 
of participation. Under the Internal 
Revenue Code, the original cost of each 
unit to a trust is subject to adjustment 
for capital gains and losses taken in 
the Fund. It seems that the best way 
to handle this is to maintain a current 
record of these cost bases, adjusting at 
least annually. Since all units issued as 
of one valuation date, which together 
are frequently referred to as one series 
of units, are similarly affected, one need 
only keep a record of the cost basis of 
each series, and not worry about the in- 
dividual trusts. When the income tax 
return is prepared for a trust which has 
redeemed one or more units, the cost 
basis of those units can be obtained by 
reference to the one record. 


Whether you have decided to issue 
certificates evidencing participations or 
not, you will want an accurate, handy 
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record of the participating trusts and 
the number of their units. 


Aside from these, you can probably 
use the same ledger sheets and asset 
records that you use for your ordinary 
trust bookkeeping. 


You may find it desirable to set up 
first a dummy set of books and records, 
and to test them as well as your staff 
on a hypothetical fund covering a pe- 
riod of several theoretical valuation 
dates. 


Letters and Reports 


Something which can well be done 
along with other preliminary work is to 
develop certain forms for letters and 
reports. For instance, before each val- 
uation date your Trust Investment Com- 
mittee must ascertain that all invest- - 
ments in the Fund are proper. . It must 
approve the investment of the funds of 
each trust in the Common Trust Fund. 
Then there is the prohibition in the 
Regulation against any trust having an 
interest in the Fund greater than ten 
per cent of it. And the Trust Invest- 
ment Committee itself is required to 
determine the value of the Fund and to 
determine what percentage of the whole 
fund is composed of cash and readily 
marketable securities. 


In few cases will such committee do 
the routine valuing, or itself estimate 
the percentages. In lieu of this, full 
and detailed reports should be made to 
the committee for its ratification and to 
be spread upon its minutes. A form to 
be followed in making up such reports 
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should be prepared, making sure it 
covers all the requirements of the Regu- 
lation. 

The Regulation requires that notice 
shall be given promptly after the first 
participation of any one trust to each 
person to whom regular accountings are 
ordinarily rendered, and also requires 
that notice of the availability of a copy 
of the annual audit report be sent to 
such persons. Don’t make these bare 
legal notices. Keep your public rela- 
tions in mind. 


Allocation and Payment of Income 


In a Common Trust Fund, you have a 
more or less constantly changing group 
of participating trusts. It has always 
been considered necessary to allocate 
income among the participating trusts 
on an accrual basis, and not a cash 
basis. In other words, a trust acquires 
an ownership of part of the interest 
from a certain block of bonds held in 
the fund by participating in the fund 
while that interest is accruing. The 


important thing is to find the simplest 


and cheapest way of determining the 
correct distribution of this income. 

At least two methods, with variations 
on these methods, are being used. Prob- 
ably in most of the Common Trust 
Funds now in existence, the amount of 
income uncollected but accrued to the 
Fund at the time of each valuation date 
is determined along with the valuation 
of the principal. In practice, of course, 
these accrual figures can be got up be- 
forehand, and merely checked at the 
time of the valuation date to see that 
they are not affected by any last minute 
changes in investments. The total 
amount of this uncollected accrual is 
divided by the number of units of par- 
ticipation outstanding in order to as- 
certain the accrual per unit. 

Some banks following this method 
charge income of each newly partici- 
pating trust with the accruals, at the 
same time they charge principal of that 
trust, transferring this accrual to in- 
come of the Fund. Thereafter, all par- 
ticipants are on an equal basis in future 
income distributions. The procedure in 
the case of a withdrawing participant 
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is, of course, the reverse. Income of the 
Fund is charged the appropriate amount 
of uncollected accruals for immediate 
transfer to income of the withdrawing 
trust. 


There are two slight bugs in this. If 
your estimated accruals are made incor- 
rect by a subsequent default of some 
security, you may have to make correc- 
tions. And if you have at any valua- 
tion date more withdrawals from than 
admissions to the Fund, income account 
of the Fund starts its new period with 
an overdraft. At least one company 
takes care of these small difficulties in 
a practical way. The advances to the 
withdrawing trust are made by the com- 
pany itself, which subsequently recov- 
ers from the Fund when the accruals 
are collected. In the event of a default, 
they say their company will just have 
to accept the slight loss. 


The other basic method avoids the 
necessity of-estimating any accrued in- 
come as of each valuation date. It takes 
advantage of the fact that between any 
two successive valuation dates the par- 
ticipants in the Fund do not change. 
One income account is set up for this 
group of participants, and to it is cred- 
ited, as collected, each part of each item 
of income which accrued during that 
period. The pool of income so collected 
is distributed proportionately to the par- 
ticipants on regular income payment 
dates. When all income accrued during 
that period has been collected and dis- 
tributed, that income account is closed. 
If all interest-bearing securities in the 
Fund pay interest not less frequently 
than each six months, there will nor- 
mally be running concurrently three 
such interest accounts. If the valua- 
tion and income distribution dates of 
the Fund are January, April, July and 
October first, one item of six months’ 
interest paid on August first will be ap- 
portioned two-sixths to the income ac- 
count for trusts participating between 
January and April first, three-sixths to 
the account for trusts participating 
during the next quarter, and one-sixth 
to the account for those participating 
between July and October first. In prac- 
tice, the income distribution to each 
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trust is made as one entry, and not 
three, although it comes from three in- 
come accounts of the Fund if the trust 
participated during three consecutive 
periods. 

This method has two advantages. 
There is no advancement of accrued but 
uncollected income, and the work of al- 
locating the income is done with each 
item as it is collected in the Fund, thus 
spreading the job out more evenly from 
day to day. 

Its particular disadvantages are that 
a trust which has participated only 
during one period, does not at the end 
of that time receive as great an income 
distribution per unit as trusts which 
have participated for a longer time, be- 
cause it shares only in one and not all 
three income accounts; and that a trust 
which has withdrawn from participa- 
tion continues to receive distributions 
for six months after withdrawal, fre- 
quently after the trust has terminated. 


We use this latter method and we 
have had no real trouble resulting from 
this lag in income payment. On the 
other hand, I must admit that most com- 
panies with Common Trust Funds use 
the first of these two general methods. 
It may be that the advantages of the 
second of them may appeal more to the 
smaller bank than to a larger one. 

I don’t believe equity would be sub- 
stantially violated, if at all, by a Plan 
which would provide that income be- 
longs to the trusts which happen to be 
participating when it is collectible. This 
would get rid of practically all prob- 
lems of income allocations and distribu- 
tions. The only thing like a prohibition 
of such practice that I can see in Reg- 
ulation F is the requirement that all 
participations in a Common Trust Fund 
shall be on the basis of a proportionate 
interest in all of the assets of the Com- 
mon Trust Fund. I suppose that might 
be construed to prevent a strictly cash 
basis income allocation, yet it does not 
seem to me clearly to do so. More 
thought might be given to the possibility 
of this simplification. 

The method of valuation of the se- 
curities in the Fund for purposes of 
appraising units of participation should 
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be explicit. For sources of prices, you 
can use metropolitan newspapers for 
stock exchange securities. You can also 
use brokers. You can send them lists 
of securities a day or two in advance, 
with the request that they value them 
on the basis you are required to use, and 
get them back to you promptly. And 
let me urge you to check and double 
check the pricing and the multiplica- 
tions and additions, and finally preserve 
the sources of the figures you use; such 
records may save embarrassment in the 
future. 


Regulation F requires that at least 
once during each period of twelve 
months an audit shall be made by audit- 
ors responsible only to the board of 
directors. This audit may be made by 
a special audit committee of officers or 
employes, by your own auditing depart- 
ment, or by an entirely independent 
auditor employed for the purpose. The 
reasonable expense of such an audit 
may be charged to the Fund itself. It is 
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the practice of most banks operating 
Funds to have the required audit made 
by outsiders. 


The Regulation’s requirements as to 
the extent of the audit and the contents 
of the audit report should be carefully 
followed, and when the report is re- 
ceived and accepted by the board of di- 
rectors, it is required that a copy of it 
shall be sent to each person to whom 
regular periodic accountings of the par- 
ticipating trusts are ordinarily ren- 
dered, or that the bank shall at least 
advise all such persons that copies of 
the report are available, and shall pro- 
vide copies, without charge, to all such 
persons who request them. To save 
paper and expense, we, as well as most 
other banks, if not all, merely advise 
such people that we will be glad to send 
a copy on their request. 


Accounting and Publicity 


Many feel it is necessary or at least 
desirable to have some form of frequent 
accounting to a court. The cost would 
have to be considered. It is my under- 
standing that the requirement for an 
annual audit was intended to be the 
next best thing, both as a protection to 
the beneficiaries and to the bank. 


The authorities had a good deal of 
fear that Common Trust Fund partici- 
pations would be sold to the public, as 
investments. For this reason, it is re- 
quired that Funds may only be used for 
the investment of moneys held for true 
fiduciary purposes, and that the trust 
investment committee shall not permit 
participation by any trust if it has rea- 
son to believe such trust was not created 
or is not being used for bona fide fidu- 
ciary purposes. 


The particular practices which should 
be avoided are excessive advertising of 
the Fund, and the acceptance of trusts 
under so-called “short form trust agree- 
ments,” which may or may not establish 
a fiduciary relationship in the eyes of 
state law, but which are really designed 
and used to allow individuals to make 
investments for their personal use in the 
Common Trust Fund. 
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Peoples-Pittsburgh Common 
Trust Fund Earns 4% 


Common Trust Fund-A of the Peoples- 
Pittsburgh Trust Company has begun its 
fourth year of operation with an increase’ 
of 1300 per cent over the number of its orig- 
inal participants, according to Gwilym A. 
Price, president. The principal of the fund 
increased from $100,000 to $3,501,594.75 in 
the same three-year period. Fund-A was 
created in June, 1940, with 23 trust accounts. 
Since then the number of participating 
trusts has risen to 328. 


The fund earned $4.08 on its unit of in- 
vestment in 1942, which is equivalent to a 
yield of 4.01 per cent of the average value 
of each unit during the year. The principal 
value of each unit increased from $96 in 
June, 1942, to $109.01 in June, 1943. Parti- 
cipating trusts whose investments were sub- 
ject during 1942 to the Pennsylvania Per- 
sonal Property Tax earned $3.74 on each 
unit, which is equal to a yield of 3.68 per 
cent on their average value during the year. 


At the end of the third year, the largest 
investment in the securities of any one 
corporation, exclusive of United States gov- 
ernment obligations, represented 3.06 per 
cent of the fund. Investments were dis- 
tributed as follows: Bonds, 48.4 per cent; 
F. H. A. Mortgages 14.6 per cent; Common 
Stocks, 37 per cent; Cash, .003 per cent. 


“Investment restrictions governing the 
fund require that at least 40 per cent of its 
assets be represented by cash and readily- 
marketable securities, and not more than 
40 per cent by mortgages. However,” said 
Mr. Price, “the bank’s policy requires all 
assets to be readily marketable and limits 
mortgage investments to F. H.‘A. insured 
mortgages, which shall never be more than 
30 per cent of the fund. Mortgages are 
carried on the books at face values, and 
U. S. savings bonds at conversion values.” 


Common stocks in the fund as of June 10, 
included those of American Cyanamid, 
American Telephone & Telegraph, Chase 
National Bank, Dow Chemical, duPont, 
First National Bank of New York, General 
Electric, General Motors, International Busi- 
ness Machines, International Harvester, In- 
ternational Nickel, Minneapolis Honeywell, 
Owens-Illinois, Phillips Petroleum, Sears- 
Roebuck, Socony-Vacuum, Sperry Corpora- 
tion, Standard Oil Co. of New Jersey, Union 
Carbide & Carbon and Westinghouse Elec- 
tric. 





THE HUMAN FACTOR IN BANK OPERATIONS 


Bank Employment Dignified by Employees’ Manual 


SPECIAL emphasis is sought in 

treating a manual of information for 
bank employees as a matter of Opera- 
tions rather than New Business or Public 
Relations. So we take mild issue with 
the advertising agency which in its news 
release characterized “Your Bank and 
Your Job,” issued by the American Na- 
tional Bank and Trust Company of Chi- 
cago, as “the latest activity in the bank’s 
public relations program .. .” It is 
much more than that. 


Before there can be a bank’s public 
relations program there must be a bank; 
before a bank reaches for more new bus- 
iness it must be able to handle with com- 
petence the business it has. To many 
in banks, these days, it must seem as if 
the structure around them is disinte- 
grating. The war has taken many 
away. More disheartening than the loss- 
es to the armed forces are the desertions 
to other employments. “What price loyal- 
ty?” ask those who remain. 


Their’s seems a hopeless task: the car- 
rying on with green employees (if they 
are fortunate enough to have replace- 
ments at all) for whose training they 
may have slight enthusiasm (granting 
they have the time, in the first place) 
while wondering if they should not, 
themselves, seek greener pastures. 


To one who has struggled with these 
problems, “Your Bank and Your Job” 
comes with the lightning flash of revela- 
tion. Doubtless, equally complete man- 
uals for employee conduct have been pub- 
lished before. But none as sympathetic, 
so warm and so sincere, has come to 
our attention—ever. (We have seen 
maudlin ones.) From its introduction, 
signed “Sincerely yours, Lawrence F. 
Stern, President:” 


“Welcome to the American National 
Bank and Trust Company of Chicago! 
We have chosen carefully in adding you 
to the bank’s personnel, and believe you 
likewise have deliberated thoughtfully 


in reaching your decision to link your 
future with this organization. 

“American National Bank is proud 
of its fine organization and jealous of 
the good will of its customers. These 
are among our most valuable assets, 
even though they do not show up in dol- 
lars and cents on our balance sheet. As 
a member of the bank’s staff you now 
share the responsibility for their con- 
tinuation and enhancement. 

“Those of us who precede you in ser- 
vice extend a warm greeting to you and 
will do everything we can to bring you 
pleasure and success in your association 
with us.” 


The book (48 pages of eye-appealing 
typography and readable text) is ad- 
dressed via Foreword to new employees, 
to whom it undertakes to bring “quick 
understanding of the spirit of our bank 
and breaking down the strangeness that 
comes with new surroundings and new 
associates;” and to old employees, to 
whom “it should be of interest in bring- 
ing a clarification of the practices in 
which they have already become estab- 
lished.” 


Following this, Part I relates the his- 
tory of the bank, briefly, and describes 
the services performed by the Banking 
and Trust departments, and by the affi- 
liated Safe Deposit Company. Part II 
gets to the meat: “Personnel Policies 
and Practices.” While “it has always 
been the policy of the bank to main- 
tain its personnel policies with the great- 
est possible freedom from restraint and 
regimentation,” rules are set forth never- 
theless. Herein lies the immediate prac- 
tical usefulness of the book. The new 
employee doesn’t even know where the 
various doors lead to; and almost every- 
body is too busy to tell him. Uncertain- 
ty becomes a mass phenomenon if not 
dispelled at the start. The buzzing of 
rumors and half-answered questions can 
wreck morale. Here are rules and the 
reasons therefor, simply stated but never 
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insulting intelligence: rules as to work- 
ing hours, salary practice, promotions, 
absences, relatives, marriage, health, ac- 
cidents, smoking, vacations. Cautions 
as to personal mail, personal telephone 
calls, as to borrowing and gambling. 
Subscriptions and donations — office 
nightmares, often — are subject to per- 
mission. 


Part II passes from regulations to 
opportunities: education, support of the 
A.I.B., group insurance, a recounting of 
the benefits of Social Security, a recital 
of the additional benefits of the bank’s 
own Pension Trust. Briefly mentioned 
are the bank’s lunchroom, women’s rest 
periods, the weekly house organ, athletic 
and social activities. 


Part IV treads on dangerous ground, 
but lightly and with care. The good 
old standbys of Integrity, Conduct, Ex- 
actness, Punctuality, Courtesy and so on 
—a platoon of sixteen, in all—pass in 
review, smartly and to modern tempo. 


1894 


MARYLAND 
TRUST COMPANY 
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Sentences invite quotation: “Even in our 
outside life, we must be mindful that 
our actions reflect either favorably or 
unfavorably on the bank we work for. 
If we are unwilling to accept this re- 
striction on our private lives, we are not 
suited to the banking business.” All add 
up to: banking is an employment of high 
dignity. 

In Part V, “Customer Contacts,” there 
is no attempt to make star salesmen out 
of beginners in bank administration. 
Again, these are operating rules: the 
observance of confidence; the practice 
of courtesy; the technique of dealing 
with customers in person and on.- the 
telephone, so that service will be correct; 
principles to be followed in letter writ- 
ing. There is a brief discussion of New 
Business, which concludes: 


“The development of new _ business 
from outside sources is largely the re- 
sponsibility of the bank’s officers and 
a number of men who devote their full 
time to business solicitation. The bank 
has set up certain standards of quality 
and size for the business on its books, 
and the development of new business is 
confined to accounts which come within 
these classifications. To avoid possible 
embarrassment, employees who know of 
prospects for commercial and trust bus- 
iness should first consult with an officer 
before making any solicitation. Employ- 
ees will have more frequent opportunity 
to develop business for the Savings De- 
partment and the Safe Deposit Company, 
and their interest in the promotion of 
these services will be greatly appreci- 
ated.” 


No false hopes held out here. 


The final chapter is a summary of 
“Operating Regulations.” The care of 
cash and securities, rules governing ad- 
mittance to cages, the routing of mail, 
filing procedure, the duties of pages and 
messengers, methods of inter-office com- 
munication—here, in brief, is a manual 
of operations. Poetically the manual 
concludes with “Close of Day”—machines 
covered and lights out. 


Personnel problems, never greater 
than in war time, are certainly lessened 
by such a book as this. 





INVESTMENT POLICY DURING AN 
INFLATION 


Parallels Drawn with Inflation in France 


C. HERBERT RAUCH 


It is not unusual, these days, for a trust donor or beneficiary to come 
to his trust officer with the proposal that all bonds be sold and retnvest- 
ments concentrated in “inflation” stocks. Against the instinctive fiduciary 
repugnance to all-out speculation is the fear that, in the long run, “con- 
servatism” will harm rather than benefit his cestuis. Mr. Rauch, long in 
the investment counsel business, sees the problem, not with the detach- 
ment of an economist, but from a viewpoint similar to that of the trustee 
who must live with the accounts whose fate he influences. Feeling that the 
much-talked-of German inflation of 1919-1923 offered an experience too 
unreal to be useful, Mr. Rauch turned to the post-war inflation in France, 
believing that from the parallels of this more comprehensible inflation 
some workable investment rules-of-conduct might be derived.—Editor’s 
Note. 


NFLATION has been variously de- 

fined; sometimes so loosely that 
the term could be applied to almost 
every expansion in volume or rise in 
prices. A_ satisfactory definition 
states that inflation! is “an increase 
in the general level of prices growing 
out of an increase in expenditures 
while goods available for purchase 
are not correspondingly increased in 
amount.”? The loss of purchasing 


1. The Process of Inflation in France by James 
Harvey Rogers, page 237. 

2. One comment about this definition should be 
made: True inflation occurs only when the 
change in the relationship between expenditures 
and production is not corrected by natural eco- 
nomic forces, government action, or both. For 


power which results from inflation 
hurts everyone. There are no effec- 
tive hedges. But the loss bears 
especially severely on investors, on 
beneficiaries of trust funds and of in- 
surance and on everyone who lives on 
previously accumulated capital. 


example, expenditures during the first world 
war were large compared with anything that 
had been known before and prices were high 
in 1920. One sometimes hears of the inflation 
of commodity prices at that time. In the 
United States, however, the supply of money 
was limited by the gold standard, production 
increased rapidly, taxes soon exceeded govern- 
ment expenditures, the cost of living declined 
and the previous purchasing power of money 
was substantially restored. Inflation implies a 
more than transitory reduction in the value of 
money. 





It is the economist’s task to discern 
the symptoms of inflation, to chart its 
growth and to prescribe remedies. 
The concern of trust management is 
with the practical question: what 
change should be made in normal in- 
vestment policies during an inflation? 


Popular Advice 


HE general tenor of popular advice 

is unmistakable. It is that invest- 
ments should be in things. Money, it is 
said, will lose part of its value while 
things retain their usefulness and de- 
sirability. “Buy objects of art; buy 
jewels; buy real estate;” and, in the 
securities markets, “exchange bonds, 
which represent debts payable in money, 
for stocks which represent ownership of 
things.” Compliance with this advice 
would produce three changes in normal 
investment policies: 


1. A substantial increase in the seg- 
ment of a fund devoted to common 
stocks. 

Abandonment of wide diversification 
as a principle of selection for con- 
centration in companies favored as 
“inflation hedges.” 

Retention of the enlarged stock pro- 
portion until money is again stable. 


For several reasons the post war in- 
flation in France provides the best case 
history for the study of the effect of in- 
flation on investments. France was a 
great nation with a complex and highly 
developed economic life. Inflation was 
not the product of social disorder. In- 
deed it occurred while she was close to 
the zenith of her political and economic 
power. Moreover, the value of the franc 
was not completely swept away. Let us, 
therefore, trace the history of the French 
inflation and test the advice summarized 
above by the record of what actually hap- 
pened to French securities. 


The Post War Inflation in France 


RANCE entered the last war a 
wealthy nation although her national 
debt, which amounted to about 10% of 
estimated wealth, was, by the standards 
of those days, fairly high. Frenchmen 
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displayed a deep aversion to paying 
taxes, however, and rates were increased 
only twice during the war. In 1918 gov- 
ernment revenues were only 20% more 
than in 1913 and virtually the whole cost 
of the war had to be financed by loans. 
These were well received and, together 
with borrowings from abroad, kept ad- 
vances from the Bank of France, that is 
inflationary financing, at the small pro- 
portion of 18% of the total war deficit. 


The international value of the franc 
declined about 10% in 1915 but was 
stable in price from then until the 
spring of 1919. A large segment of 
France’s producing area was occupied by 
the Germans and doubtless for this rea- 
son, as well as the decline of the franc, 
living costs increased 130% from 1913 
to 1919, compared with 70% in the 
United States. 

French government expenditures did 
not decline when the war ended. The 
retreating Germans had laid waste to 
large areas in northern France. In anti- 
cipation that reparations payments would 
foot the bill, the devastated districts 
were largely rebuilt at government ex- 
pense. These outlays, coupled with 
expenditures incident to the liquidation 
of the huge military establishment, raised 
total government spending in the five 
years following the war to a figure sub- 
stantially larger than in the five war 
years. Taxes were increased, but gov- 
ernment receipts were not large enough 
to balance the so-called normal budget, 
let alone these additional expenses. 


The first crisis occurred in 1919. The 
deficit was at a new high; inflationary 
borrowing from the Bank of France in- 
creased; Anglo-American support of the 
franc was withdrawn; and the franc be- 
gan a precipitous decline that by the end 
of 1921 reduced its value in American 
money from 18c to 8c. 

By 1923 it became evident that even 
the occupation of the Ruhr would not 
yield substantial sums. Frenchmen fin- 
ally realized that they would have to pay 
for the war and the reconstruction them- 
selves. From then until 1926, while the 
franc continued an irregular decline, the 
political scene was dominated by the 
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DYNAMISM— 
Essence of the Utility Industry 


i you ever think that a wire—just a simple wire—is 
a symbol of the utility industry from the investor’s 
standpoint ? 

ou look at the wire, and it is static—inert. Yet you 
know that it has carried current in the past. Only tests 
will show if it is still dynamic. 

So with the utility company itself—it must be dynamic 
or lose its position in an industry étself dynamic in peace 
and war. It is an industry with constantly growing markets 

. constantly seeking new and improved methods of 
finding and developing those markets . . . steadily improv- 
ing operating technique and consistently experiencing 
changing concepts of rates and regulation. 

Thus, only periodic tests will show where your utility 
investments fit in an industry so marked with dynamism. 
You may, therefore, find it worth remembering that it is 
the policy and practice of our Utilities Department to 
conduct such tests for the benefit of our clientele—a prac- 
tice we have followed for many years. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 


201 Devonshire Street 744 Broad Street 
BOSTON NEWARK 


GOVERNMENT, MUNICIPAL, RAILROAD, 
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necessity to balance the budget, a task 
finally accomplished by Poincaire when 
he was given dictatorial financial power 
in 1926. The franc promptly recovered 
from its extreme low of a little under 2c 
and was stabilized in December of that 
year at approximately one-fifth of its 
pre-war value. During the decline, liv- 
ing costs increased to a level twice as 
high as in 1919, and five times as high 
as before the war. 


French Securities Markets 
During Inflation 


N the meanwhile, what had happened 

to the French investor? As might be 
expected, the bond investor had not fared 
very well. From 1919 through 1926, 
while the franc was falling, bonds—in 
terms of the franc—declined about 25%. 
Income remained unchanged but was 
worth less than half as much as in 1919, 
since living costs had more than doubled. 
After the franc was stabilized, bonds 
advanced and by 1928 prices were about 
even with 1919, though, of course, in 
devalued francs. Stock prices rose ap- 
proximately 100% from January 1919 to 
December 1926. 

During the French inflation, stocks 
were obviously better to own than bonds. 
But there is more to the problem of man- 
aging investment capital through a pe- 
riod of inflation than is at first suggested 
by that statement. Most analyses of in- 
flation history appear to assume that 
inflation occurs in an economic vacuum; 
as though the data which are studied— 
production, trade, prices and so on—are 
not influenced by world financial and bus- 
iness conditions, as well as by inflation- 
ary forces within the country. 


During the French inflation, fluctua- 
tions in security prices closely paralleled 
those in the United States while the 
United States was on the gold standard. 
To what extent should fluctuations in 
France be attributed to inflation and to 
what extent to the natural tendency of 
world security prices to follow a similar 
general pattern? Fluctuations in the 
two countries didn’t exactly parallel each 
other, of course. From January 1919 to 
January 1927, French stock prices, ac- 
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cording to an index published by Statis- 
tique Generale,* increased 19% more 
than the American Index of Industrial 
Stock Prices compiled by Dow Jones. 


Similarity in Stock Movements Here 


ANY of the movements of stock 

prices in France and in the United 
States were strikingly similar. From 
1913 to 1919, when one might assume 
that some discounting of the prospective 
decline in the franc was taking place in 
France, French stocks rose 23%, while 
American stocks rose 24%. Stocks in 
both countries advanced during 1919. 
The rise in France was about 10% more 
than in this country. Stocks in both 
countries turned down at about the same 
time. The decline from the 1920 high 
to the 1921 low was 43% in France and 
42% in the United States. 


After the franc was stabilized, stocks 
in both countries advanced sharply, the 
rise in French prices exceeding Amer- 
ican by a fair margin until the peak in 
1929 when both turned sharply down- 
ward. The decline was more severe in 
the United States and in 1932 French 
stocks were considerably higher than 
American stocks. The depression reach- 
ed France later than it did the United 
States and French stocks continued to 
decline after our recovery began. By 
1936, the last year which seems free 
from abnormal influences (from either 
the 1937 boom in the United States or 
the approaching war in Europe) Amer- 
ican stocks were higher compared with 
1919 than were French stocks.* 

As a matter of fact English security 
prices also followed a similar pattern 
though the range of fluctuations was nar- 
rower. In 1936 stock prices bore the fol- 
lowing relationship to 1919 in the three 


3. It should be mentioned that this index cannot 
be relied upon for precise comparisons because 
it was revised, and the number of stocks in- 
creased, in 1927. As to general tendencies, 
however, there appears to be no reason to 
question its reliability. 


. By that time the United States was off gold 
and the national budget had been running at a 
deficit several years. But the effects of those 
inflationary steps had not yet appeared in 
commodity prices or living costs, which were 
up less than 2% from 19382. 
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countries: United States 70% higher, 
England 56% higher, France 46% high- 
er. The country which had suffered the 
most severe inflation had the smallest 
increase in stock prices. 


How Industries Fared 


O far, we have been considering aver- 
age stock prices as indicated by an 
index composed of a large number of 
issues. The following table shows the 
percentage appreciation in stock in var- 
ious industries from 1919 to 1929, ac- 
cording to indexes compiled by Statis- 
tique Generale: 
Ges Utilities —__ 
a 
Electric Utilities 
Northern Collieries __. 
Chemical Companies_ 
Metallurgical Com- 
panies ‘alpaca aes 
ENE ae 


4.903% 
4-728% 
4.607% 
4.409% 
4.263% 


+126% 
+ 82% 
Were the comparative advances in dif- 
ferent industries related to their pre- 
sumed advantages as inflation hedges? 
From this distance it would not appear 
that inflation was the dominant influ- 
ence. Prices of utility shares were 
extraordinarily low in 1919 because of 
unfavorable conditions in the utility in- 
dustry. In 1922, rate revision was per- 
mitted on a sliding scale based on wage 
rates and fuel costs. This encouraged 
great expansion in the industry and util- 
ity stocks responded proportionately. 


Textile companies had some inflation 
protection since most of them were ex- 
porters and received payment in foreign 
currencies. Probably more important, 
however, was the fact that most of the 
plants were situated in the war zone and 
were destroyed during hostilities. In 
1919, prices of textile shares also were 
low; plants, when rebuilt, were modern 
and efficient and profits rapidly in- 
creased. 

Coal mines were likewise situated in 
the occupied area and suffered general 
destruction. Production recovered more 
slowly than in the textile industry but 
by 1924 was again at pre-war levels. 

Chemical companies were also located 
in the northern industrial area and 
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plants had to be rebuilt after the war. 
The industry expanded rapidly, but was 
in the early stages of development and 
consequently was a heavy consumer of 
new capital. Earnings were ploughed 
back; dividends did not keep pace with 
the industry’s expansion. 


The metallurgical companies suffered 
from intense competition from Belgium 
and Germany, which was only partially 
relieved by the formation of the Euro- 
pean steel cartel in 1926. 


The relatively poor showing of the 
railroad stocks is consistent with the 
assumed influence of inflation on rail- 
road earnings. With the possible excep- 
tion of the railroads, inflation is not 
recognizable as an influence on the com- 
parative price movements of stocks in 
the different industries. The influence 
of inflation on French securities can be, 
summarized as follows: 

1. During the 1920’s there was a tend- 
ency for stock to advance slightly 
more than in the United States. From 
1919 to 1926 the difference was about 
19% and during the rise which fol- 
lowed stabilization it was somewhat 
greater. But the deviation was never 
notably wide. 

. It is not certain how much of the 
tendency toward higher prices should 
be attributed to inflation because it 
coincided with the virtual rebuilding 
of the most important industrial area 
in France, and a world-wide increase 
in business activity and in prices, as 
well as the rapid post-war increase in 
France’s political and economic power 
to its highest point since the great 
days of Napoleon. 
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. Inflation did not prevent French 
stocks from declining as much as in 
a country tied to gold, and the periods 
of decline lasted nearly as_ long. 
[In fact the trend of French stock 
prices was downward over one-third 
of the time from 1919 to 1926 and 
more than half the time from 1919 to 
1936.] 

. When France’s power waned and the 
world depression finally engulfed her, 
stocks showed no indication of re- 
maining at inflated levels. 

. The comparative movements of stocks 
in different industries in France did 
not reveal a clearly evident inflation 
influence. 


Conclusions as to Policy 


ERTAIN conclusions (qualified by 
the numerous differences between 


France and the United States, as well as 
between the 1920’s and the 1940’s) seem 
justified : 


1. Inflation does not necessarily cause 
changes in the general level of stock 
prices which are clearly abnormal. 

. Appreciation in individual stocks is 
not necessarily related to so-called in- 
flation hedge characteristics. 

. During an inflation, as at other times, 
stocks tend to fluctuate according to 
changes in earnings. Selections of 
individual issues should be based on 
normal considerations. 

. If stocks can be bought at prices be- 
lieved reasonable on normal con- 
siderations, a small increase in the 
proportion of a fund which would 
otherwise be invested in stocks is 
probably justified. Evidence does not 
support the common belief, however, 
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that inflation would inevitably bring 
about a rise in stock prices.5 

. The proportion in common stocks 
should be reduced whenever, in view 
of past fluctuations, prospective earn- 
ings, and world financial conditions, 
risk is believed to have increased out 
of proportion to such conditions. 

In short, judging by the history of 
security market fluctuations during the 
French inflation, maintenance of balance 
between bonds and stocks, and diversifi- 
cation of securities selected according to 
established standards, are basic ingredi- 
ents of a sound investment policy during 
an inflation as well as in normal times. 


5. For a few months after England went off gold 
in September 1931 stock prices rose slightly, but 
by June 1932 they were about 10% lower than 
in the previous August. 


Plastics in Peace-Time 


AUTION against exaggerating 

the role of Plastics in competition 
with present natural materials, or 
looking upon this new industry as the 
“glamour boy” of industry, capable of 
curing all its ills, was expressed by 
the Investment Forum of Trusts and 
Estates, at the first of a series of meet- 
ings held early this month. The major 
accomplishments, possibilities and lim- 
itations of plastic materials and 
methods were discussed by leading au- 
thorities in this and the investment 
field, and will be reported in the next 
issue. The impact on other materials, 
products and industries was particul- 
arly considered, and the role of re- 
search as a guarantor of an industry’s 
or company’s progress noted. 

Report of the meeting will meantime 
be edited by participants and further 
data developed in consultation with 
authorities cited in the discussion to 
give a basic picture of the elements in 
the Plastics industry of prime impor- 
tance to investors. Subsequent meet- 
ings will be devoted to analysis and 
appraisal of technological and other 
developments in such major industries 
as Foods, Fuels, Transportation, 
Chemical and Metallurgical manufac- 
turing, Utilities, Textiles and Machine 
tools. 
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INVESTORS AND BREAK-UP VALUES 


GOOD deal has been heard lately 

about the different methods of valu- 
ing businesses when their ownership 
changes hands. The London and Home 
Counties Joint Electricity Authority re- 
cently suggested that electricity companies 
in its area should pass into public owner- 
ship on the basis, broadly, of net tangible 
asset values. Accountants are familiar 
with the concept of valuing a business “on 
a going concern basis.” And investors are 
not infrequently reminded by their profes- 
sional advisers of a quantity known as the 
“break-up value” of a business, with which 
the market value of its shares is often con- 
trasted. 


There is the “capital expended” basis, 
the “issued capital-cum-debts” basis, and 
the “market capitalisation” figure, arrived 
at by multiplying the nominal value of the 
shares in issue by their market price. 
Which basis is adopted in any particular 
case seems to depend on the circumstances 
and, particularly, on the relative strength 
of buyers and sellers. Where one of the 
parties is not a free agent—a condition 
which may obtain when the buyer is the 
State—delicate questions arise and it is 
fortunate, perhaps, that more or less forced 
sales of large company undertakings, lock, 
stock and barrel, have up to now been rela- 
tively infrequent events. But the problem 
of valuing a concern, in terms of its past 
record, present condition and future pros- 
pects, comes up every time an investor buys 
or sells a share on the Stock Exchange. It 
is highly important, therefore, that the 
principles underlying that species of val- 
uation should be clearly understood. The 
“willing buyer and willing seller” idea does 
not really take us very far. The Stock 
Exchange is a free market, and in the 
absence of evidence to the contrary we may 
assume that if business was done in Im- 
perial Chemical Industries £1 ordinary at 
38s. 9d. on April 20, 1948, force majeure 
was absent when the two parties reached 
agreement on this figure. But each must 
have had some idea in his mind of the 
worth of what he was buying or selling and 
how did he reach it? 

The generally accepted reasoning, on 
which, consciously or unconsciously, thou- 
sands of investors act every day, involves 
the breaking down of the price into two 


From London Economist, April 24, 1943. 


elements—interest and risk. By investing 
his money in long-dated Government stock, 
an investor could have obtained an “in- 
come yield” of, say, 3 per cent. Since the 
last dividend paid by ICI was 8 per cent, 
the prospective “income yield” on £1 of 
stock bought at 38s. 9d. is 4.13 per cent. 
The difference measures the margin de- 
manded and accepted for the risk that the 
ICI dividend may not be paid at an un- 
changed 8 per cent for all time. Any 
change in the price of ICI ordinary stock, 
therefore, is bound to be the result of a 
change in pure interest rates, or in the 
dividend-paying prospects of ICI, or in 
both, or the estimate made of them by 
those who buy or sell the company’s stock. 
This generally accepted line of argu- 
ment bases everything on the process of 
capitalising income, and it assumes the-* 
continuance of a company as an income- 
producing organism. Both conditions hold 
in the numerous variants, such as the 
“earnings yield” basis. This amounts, how- 
ever, to no more than an attempt to eval- 
uate a single one of the unknowns on the 
“risk” side of the equation—namely that 
the discrepancy between earnings and 
dividends may, directly or indirectly, cause 
a change in dividends at some future time. 
But investors are sometimes urged by their 
advisers, professional and otherwise, to 
adopt a radically different method of val- 
uation, based on “break-up values.” Here, 
income does not enter, avowedly, into the 
question at all. Surplus liquid assets — 
cash, marketable securities, debtors, and 
(generally) stock-in-trade, less creditors 
and near future liabilities such as taxation 
—are valued. To them is added the balance 
sheet total of fixed assets like land, build- 
ings, plant, machinery, less depreciation 
and specific reserves—with goodwill as a 
doubtful and rather controversial item. 
From the resulting figure of “net worth,” 
the amount of debenture and preference 
stocks is deducted (on the basis of value 
in a liquidation, which in the majority of 
cases is par). The difference, divided by 
the amount of ordinary stock in issue, gives 
the “break-up value” per £1 ordinary. If 
the market price is lower than the “break- 
up” price, that is regarded as evidence, in 
its way, that the stock is “cheap.” The 
opposite should apply where the market 
value exceeds the break-up value, but that 
consideration is much less often urged. 
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The table above applies the method 
to the figures of seven companies in a 
variety of industries, and shows that, con- 
trary to widespread belief, the break-up 
value of the shares of these fairly repre- 
sentative companies has changed compar- 
atively little since the war. On the whole, 
liquid assets are somewhat higher and fixed 
assets lower than in pre-war days. 


The market seems to have logic on its 
side, in its evident determination to value 
shares on an income rather than a break- 
up basis. Investors buy a stake in a 
company because they expect that it will 
continue to trade, not on the assumption 
that it will be broken up. 


A break-up total of assets is obtained by 
aggregating liquid assets valued at current 
prices and fixed assets whose book valua- 
tions are largely conventional. In most in- 
stances, fixed asset valuations are founded 
on capital expenditure at some past date or 
dates, written down by depreciation allow- 
ances and reserves which may be narrow 
or liberal, and whose object, as a rule, is 
not so much the maintenance of earning 
power as the assurance that the original 
cost of the asset will have been written off 
by the end of its working life. When a 
break-up actually occurs, the amount for 
which the fixed assets can be sold may well 
be different again, because it will be based 
on the prospective earning power of the 
machinery to a new purchaser. It is even 
possible that, in the circumstances which 
compel the great majority of liquidations, 
the break-up value of most specialised fixed 
assets like machinery may be their scrap 
iron value. 


The investor, in short, is normally—and 
rightly—among those who adopt the “going 
concern” method of valuation. A price may 
be one thing if both parties are presumed 
to have the equity in future profits in mind 
as something on which a value ought to 
be placed, and something quite different 
if they are concerned merely with the cap- 
ital expended in the business. And how 
often is the greatest capital asset of any 
business—that is, the skill and enterprise 
of those conducting it—valued at all? 


Changes in New York Legal List 


Bond issues with a par value of $151,144,- 
000 have been added to, and issues having 
a par value of $173,006,000 have been re- 
moved from, the list of securities considered 
by the New York Banking Department to 
be eligible for purchase by savings banks 
in that state, according to an announce- 
ment by Superintendent Elliott V. Bell. 
The securities added to the legal list in- 
clude three municipalities, five railroad is- 
sues, and five public utility issues. The 
removals from the legal list, which is made 
public by the Superintendent annually at 
mid-year, include the obligations of 12 
municipalities, 23 railroad issues (all due 
to maturity or call for redemption) and 10 
public utility issues. Mr. Bell cautioned 
that “the fact that a security appears up- 
on the list does not indicate that the Bank- 
ing Department considers it a proper in- 
vestment under all circumstances for the 
funds of any individual savings bank.” 
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Where There’s A Will... 


HE bulk of Edsel Ford’s stock in 

Ford Motor Co. is left under his will 
to the Ford Foundation for scientific, 
charitable and educational purposes. 
Equal shares of the balance of the stock 
go to Mrs. Ford and their four children. 
With the exception of Henry Ford II, 
who has attained the age of 25, the 
shares of the children will go into trusts 
established for them by Mr. Ford in 
1935, to run until they each reach that 
age. Majority stockholdings in the Man- 
ufacturers National Bank of Detroit, as 
well as a number of real estate parcels, 
are left to Mrs. Ford, who is named exe- 
cutrix in the will. She also administers 
the trust funds. While the estate is esti- 
mated at $200,000,000, taxes will be only 
about $12,000,000 because of the non- 
taxable transfer to the Foundation... 


Dr. Lewis K. Neff, twice leader of 
medical units at fighting fronts, and 
former director of the medical division 
of Harlem Hospital, appointed City Bank 
Farmers Trust Company of New York 
and his wife as co-executors and co- 
trustees of his will. Dr. Neff, who served 
as a major in the Spanish-American 
War and a Colonel in World War I, being 
cited by General Pershing for meritor- 
ious service, left the residue of his es- 
tate, after two small bequests, in trust 
for the life benefit of his wife. Princi- 
pal may be used by the trustees for 
emergencies. Upon Mrs. Neff’s death, 
the trust fund will be distributed in kind, 
rather than in cash, to his sons or the 
distributees of any who predecease his 
wife. Dr. Neff directed that at least one 
half of the trust fund be “at all times” 
invested in “legal” securities. The exe- 
cutors are authorized to pay the monthly 
net income of the estate to Mrs. Neff 
pending the establishment of the trust. 


MILL site plus $100,000 is offered 

to anyone who will construct a pulp 
mill at Cosmopolis, Wash., by the will 
of Neil Cooney, late pioneer lumberman. 
The residue of his estate, estimated at 
$750,000, is left in trust to The National 
Bank of Commerce of Seattle, also named 


as executor, for the benefit of Convent 
of St. Rose in Aberdeen, the disburse- 
ments to be approved by a committee of 
five. Mr. Cooney declares in his will that 
he was never married and has no de- 
scendants, but that if anyone should suc- 
ceed in legally establishing such a rela- 
tionship to him, such person shall re- 
ceive the sum of $5.00. The testator also 
requested the bank to retain the ser- 
vices of a named attorney if agreeable 
to the bank and to pay him a fee not 
exceeding $5,000 for his services. 


NEWARK contractor, Morris 
Scharff, bequeathed his war bonds, 
amounting to several thousand dollars, 
to the Treasury Department as an “ex- 
pression of gratitude to the land and 
government of my adoption.” Mr. 
Scharff came to the United States from 
Austria 50 years ago... Paul T. Cher- 
ington, noted authority on marketing 
and distribution, left a 25-year old will 
bequeathing his estate to his wife, whom 
he named executrix . .. A merchant 
seaman’s penciled note of instructions 
as to the distribution of his $5,000 in- 
surance was recently admitted to pro- 
bate in Jersey City. The judge held 
that it met the requirements of a will 
made by persons in service... Lt. 
George Ponty, on a bombing mission 
over Greece, asked his bombardier to 
spare two certain islands. It seems his 
father willed them to him... 
Huntington B. Crouse, president of 
Crouse-Hinds Co., a leading electrical 
manufacturing concern, appointed the 
First Trust & Deposit Co. of Syracuse, 
N. Y., as co-executor and co-trustee un- 
der his will. He had been president of 
the Syracuse Community Chest, and ac- 
tive in numerous charitable organiza- 
tions. In 1940 he was presented with the 
James H. McGraw medal for a signal con- 
tribution by the National Electrical Man- 
ufacturers Association of which he was 
President in 1928. His will recites that 
no charitable bequests are made because 
of the substantial gifts which he had 
made in his lifetime. The residue of 
the estate is divided into three trusts. 





CURRENT EVENTS 


PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Birmingham—Maclin F. Smith, vice presi- 
dent and trust officer of BIRMINGHAM 
TRUST & SAVINGS CO., has resigned to 
become presi- 
dent of TITLE 
GUARAN- 
TEE LOAN & 
TRUST CO. 
Mr. Smith, a 
past president 
of the Ala- 
bama Bankers 
Assn., thus as- 
sumes the di- 
rection of an 
institution of 
which his fath- 
er was one of 
the organizers 
and a former 


) MACLIN F. SMITH 
chairman. 


CONNECTICUT 


Hartford—Lynwood K. Elmore, associate 
trust officer of PHOENIX STATE BANK 
& TRUST CO., has resigned to become 
Deputy Bank Commissioner of Connecticut. 


Mr. Elmore thus returns to the department 
which he left as Chief Trust Examiner in 
1935 to join the Phoenix State Bank. 


ILLINOIS 


Blue Island—Andrew McCord, formerly 
vice president, has been elected to the presi- 
dency of the FIRST NATIONAL BANK; 
trust officer Edward Maroney was elected 
also vice president. 

Chicago—Clarence J. Olsen has been ap- 
pointed as assistant trust officer, and Robert 
R. Kimbell as assistant secretary of CHI- 
CAGO TITLE & TRUST CO. 


Evanston—Raymond J. Darby has been 
promoted from trust officer and secretary 
to vice president of STATE BANK & 
TRUST CO. 


Galesburg—Sam Coffman has been elected 
president of BANK OF GALESBURG to 
succeed the late Charles E. Johnson, who 
also had served as trust officer; L. H. Stree- 
dain was advanced to executive vice presi- 
dent and Lambert Peterson to trust officer 
and cashier. 

KANSAS 

Wichita—B. M. Lester has been promoted 
to vice president and trust officer of FIRST 
NATIONAL BANK to succeed A. L. Wood, 


now in government service. 


MISSOURI 


St. Louis—Joseph A. Glynn, Jr., has been 
named assistant trust officer at MERCAN- 
TILE-COMMERCE BANK & TRUST CO.; 
M. P. Breckenridge advanced from assistant 
statistician to statistician. 

St. Louis—RALPH K. BROWN, formerly 
advertising and personnel manager of 
MISSISSIPPI VALLEY TRUST CO., is 
now a Lieutenant in the Navy, stationed 
at Columbia University. 


NEW YORK 


New York—Four new assistant trust of- 
ficers have been appointed at BANKERS 
TRUST CO.: R. W. Hemminger, C. C. Lloyd, 
K. H. McDowell and A. W. Scott. 

New York—Joseph C. Rovensky has re- 
turned to his former post as vice president 
in the foreign department of the CHASE, 
NATIONAL BANK. He had been on leave 
of absence for the last three years with the 
government as assistant co-ordinator of In- 
ternational Affairs. 

New York—Briant S. Cookman and An- 
drew J. Christie have been elected assistant 
trust officers of CITY BANK FARMERS 
TRUST CO. 


OHIO 


Cleveland—NATIONAL CITY BANK has 
elected as trust officer A. L. Miller, T. C. 
Reynolds, Richard Randall and C. S. Braund. 


OKLAHOMA 


Oklahoma City—Royal C. Stuart succeeds 
John A. Campbell, resigned, as president of 
FIDELITY NATIONAL BANK. 


PENNSYLVANIA 


Norristown—T. T. Wolfenden, Jr., has 
been promoted to associate trust officer of 
NORRISTOWN-PENN TRUST CO.; Jos- 
eph J. Mulroy was made assistant trust of- 
ficer, and Charles H. Brunner, title officer, 
was named assistant solicitor as well. 


TEXAS 


Amarillo—Virgil P. Patterson, heretofore 
vice president and trust officer of AMERI- 
CAN NATIONAL BANK at Austin, has 
been elected president of the FIRST NA- 
TIONAL BANK here, to succeed N. M. Clif- 
ford, retired. 


Dallas—DeWitt T. Ray, until now vice 
president and trust officer of the FIRST 
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NATIONAL BANK of Houston, has been 
chosen president of the LIBERTY STATE 
BANK of this city. 


CANADA 


Winnipeg—Hugh H,. Sutton, since 1928 
accountant at this branch of THE CAN- 
ADA TRUST CO., has been appointed assis- 
tant manager. Mr. Sutton will be in charge 
of the estates and trusts department, J. 
Allyn Taylor having been transferred to 
head offices in London, Ontario. 


TRUST INSTITUTION BRIEFS 


Hartford, Conn.—Milton H. Glover, vice 
president of HARTFORD NATIONAL 
BANK & TRUST CO., has been elected 
State vice president of the Trust Division 
of the American Bankers Assn. 


Atlanta, Ga—James C. Shelor, senior 
trust officer of the TRUST COMPANY 
OF GEORGIA, was recently elected presi- 
dent of the Social Planning Council of At- 
lanta. 


Oak Park, Ill.—Chester D. Seftenberg, 
on leave as vice president and. trust offi- 
cer of OAK PARK TRUST & SAVINGS 
BANK, was recently promoted from Cap- 
tain to Major in the Army Air Forces Ma- 
teriel Command at Wright Field, Ohio. 


Indianapolis, Ind.—Last month, the UN- 
ION TRUST CO. celebrated its 50th anni- 
versary. James Whitcomb Riley, famous 
“Hoosier Poet,” was one of the incorpor- 
ators. Trust assets of the Union Trust 
now exceed $36,000,000. 


Lexington, Ky.—Olin C. Peeler, trust of- 
ficer of FIRST NATIONAL BANK & 
TRUST CO., was recently elected presi- 
dent of the local Rotary Club. 
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St. Louis, Mo.—The new president of the 
local chapter of the American Institute of 
Banking is Hugh S. Hauck, assistant 
trust officer of BOATMEN’S NATIONAL 
BANK. 


a 


New Life-Trust Council Officers 


The Los Angeles Life Insurance Trust 
Council has elected the following officers 
for the ensuing year: president, Henry E. 
Belden, Union Central Life Ins. Co.; vice 
president, F. H. Kerns, assistant trust of- 
ficer, Union Bank & Trust Co.; secretary 
and treasurer, Martin I. Scott of Scott & 
Co.; assistant secretary and _ treasurer, 
Miles Flint, assistant secretary ‘of the 
Citizens National Trust & Savings Bank. 
Named to the executive committee of the 
council were Howard H. Rolapp, vice pres- 
ident Metropolitan Trust Co.; B. L. Smith, 
vice president, California Trust Co.; Millar 
Hickox, life insurance broker; John R. 
Mage, Northwestern Mutual Life Insurance 
Company. 

At the election of officers, Don R. Cam- 
eron, trust officer, Union Bank & Trust 
Co., reviewed step-by-step probate pro- 
cedure, its pitfalls and its intricacies. 


re) 


Schmidt Heads Trust Group 


Frank H. Schmidt, vice-president of Cali- 
fornia Trust Co., Los Angeles, was elected 
president of the Southern California Trust 
Officers Association. John Veenhuyzen, 
vice-president of Security-First National 
Bank, Los Angeles, was re-elected secre- 
tary-treasurer. Mr. Schmidt succeeds 
Roger M. Bone, trust officer of the First 
Trust & Savings Bank of Pasadena. 


LINCOLN-ALLIANCE 


BANK AND TRuST COMPANY 


Rochester, N. Y. 


Member Federal Deposit Insurance Corporation 


Member Federal Reserve System 





MODERNIZATION OF REAL PROPERTY LAW 


Suggestions for Improving Procedure in Transfers of Realty 


R. G. PATTON 


Referee and Examiner, Land Registration Dept., Hennepin County (Minneapolis) Minn.; 
Co-author, with Carroll G. Patton, of “Titles” 


N view of the eminence of previous 

Jeremiahs and the meagerness of the 
results of their efforts, the present manu- 
script will be more of a recapitulation of 
suggested improvements in real estate 
law and practice than in advocacy of 
their adoption. The suggestions fit into 
four general divisions: conveyancing 
forms, units for land descriptions, re- 
cording and registration systems, and 
changes in substantive law. 


One operative word is necessary in all 
instruments of transfer: a testamentary 
word in wills, a granting word in a deed, 
a demising word in a lease, etc. But the 
courts have been very liberal in holding 
quite unconventional words to be suffi- 
cient, e.g. “give,” “assign,” as words of 
grant. Accordingly there would appear 
to be no need for deed forms containing 
from three to six words of grant; nor, as 
is the custom in some states, of using the 
same surplusage of words in two tenses 
(did sell, transfer, assign, convey, remise 
and release and does hereby etc.). Nor, 
in the states which have discarded the 
title theory of mortgages, does it seem 
reasonable to pay for recording a lengthy 


document in the form of a conveyance in 
fee subject to a condition subsequent with 
no word in the entire instrument, aside 
from judicial interpretation, to show that 
the effect of the instrument is to create 
a lien upon the premises. 


In most states where these situations 
exist, the legislatures are not to blame; 
they have provided for the use of short 
forms in simple phraseology which are 
equally effective, yet the old forms con- 
tinue to be used. But on another point 
the legislatures are largely to blame; 
namely for requiring the attestation of 
conveyancing instruments, as a prere- 
quisite either to validity or recording. 
Attestation no longer serves any useful 
purpose. Statutes requiring it do a great 
deal of harm in that unattested instru- 
ments are mailed from states which do 
not require it for recording to states 
where it is essential. The result is either 
an invalid and useless record, or the de- 
lay and expense of correspondence in 
having this prerequisite supplied. 

Private seals served a useful purpose 
when deeds merely accompanied the cere- 
mony of livery of seisin and did not need 
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to be signed. Necessity for their use has 
been abolished in most states. In many, 
corporate seals also may be omitted if 
there is a statement in the concluding or 
testimonium clause that the corporation 
has no seal. 


Transfers by Married Persons 


T is hoped that more states will enact 

the Uniform Acknowledgments Act. 
With the almost universal removal of the 
disabilities of married women, it is mere- 
ly provocative of a considerable number 
of bad title records to require the prac- 
tically obsolete form requiring recital of 
examination of such a grantor separate 
and apart from her husband—especially 
with the increase in out-of-the-state own- 
ership of realty. If there are now any 
women who act under intimidation by 
their husbands, this form of taking an 
acknowledgment, or of making the certi- 
ficate, will not remedy the situation. 


Along the same line as the foregoing 
is the doctrine in a few states under 
which a conveyance from one spouse di- 


rectly to the other is a nullity. In most 


of these jurisdictions a conveyance 
through a conduit is not a subterfuge 
but is judicially recognized as proper. If 
coercion exists, it is exercised just as ex- 
tensively where two deeds are required 
as where one is sufficient. The necessity 
for two deeds has been obviated further 
by statute in California and Wisconsin 
in those cases where an owner desires to 
create a joint tenancy between himself 
and one or more others. 


Underlying Survey Needed 


N Kentucky, for example, a convey- 

ance in order to be recorded must 
specify the next immediate source from 
which the grantor derives title. The law 
was probably passed to overcome two 
difficulties which exist in the eighteen 
states, and portions of some other states, 
in which the original grant or patent 
was not preceded by an official survey and 
the establishment of subdivision units. 
In better than half of the United States 
(those states covered by the government 
survey) the difficulties just mentioned do 
not exist. In these states, except as to 
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lands acquired under French, Spanish or 
Mexican grants, a description by adjoin- 
ers is unknown. To their lawyers and 
realtors it appears incomprehensible that 
in a large and valuable part of the United 
States, conveyances are accepted with no 
more definite description than “that cer- 
tain parcel of land situate in 
County of 

ed and described as Northerly by Shep- 
ard Street, 60 feet; Easterly by land now 
or formerly of Gaston, 110 feet; Souther- 
ly by land now or formerly of Davis and 
of Ross, 60 feet; Westerly by land now 
or formerly of Donald, 110 feet.” 


Nevertheless, throughout the eastern 
states and to a limited extent in states 
adjoining the Gulf and the Mexican bor- 
der, land descriptions are of necessity 
mainly by adjoiners, by metes and bounds, 
or by courses and distances with a nat- 
ural or artificial monument as the point 
of commencement. Since the American 
system is one of official records, it is 
handicapped by the lack of land units to 
which the records can be keyed. It has 
worked much better in states having an 
underlying survey by which land is de- 
scribed in the original government grant, 
and by whose units or subdivisions it is 
described in each succeeding conveyance. 
Where this is the case, all private indices 
(abstract books) and many public indices 
(tract indices) devote a separate page or 
column to a particular tract or a portion 
of a tract; and tax records are kept in 
the order of the numbers pertaining to 
the respective tracts in the taxing dis- 
trict. 

But where there is no underlying sur- 
vey, the tax records and indices of con- 
veyances must be kept by the names of 
the owners. As real property records 
multiply it is manifestly impossible to 
secure from them the information which 
is the reason for their continued exis- 
tence, unless there is an efficient index. 
In a populous county the latter quality 
is impossible with an index kept alphabe- 
tically as to grantors and grantees. For 
various reasons, the keeping of the 
grantor-grantee indices should be contin- 
ued but the matter of whether a record is 
or is not in the chain of title should be 
made to depend upon a tract index in 
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those counties where the latter are main- 
tained (being most of the counties in 
which the government survey exists). 
This is already the case in two states and 
perhaps in a third. The system of keep- 
ing tract indices should be extended to all 
counties where the existence of an un- 
derlying survey makes their compilation 
and maintainance possible. And in states 
and parts of states where no underlying 
survey exists, a survey by units of exist- 
ing ownerships should be made and a plat 
of the local units filed in each office of 
deed records. As fast as better units for 
land descriptions are available, convey- 
ancing methods will be improved both by 
the ability to make use of more definite 
and certain descriptions and by virtue of 
the fact that it will be more feasible to 
maintain tract indices and thereby to 
determine a chain of title. 


Effectiveness of Recording Acts 


ECORDING acts are made effective 

by the provision that unrecorded 
conveyances shall be totally inoperative 
as against certain designated parties. 
The conclusiveness of the records de- 
pends, therefore, upon the extent to 
which documents are included in the 
term “conveyance,” and upon the extent 
of inclusiveness of the list of protected 
parties. As to the former, the acts are 
now pretty much in agreement, including 
all types of conveyances except short 
time leases. In about half the states the 
list of parties protected includes judg- 
ment and attachment creditors of the 
record owner, usually excepting those 
who have actual or constructive notice of 
the non-record interest.” 


All the acts protect a subsequent pur- 
chaser, but with varying qualifications. 
In nearly all the states a prerequisite to 
his being protected is that he be a bona 
fide purchaser. In about one-third of the 
states there is the further prerequisite 
that he secure priority of recording.* In 
two states as to all types of conveyances, 
and in a few others as to certain types 
only, the matter of notice other than 
from the records themselves is immate- 


1. Patton on Titles, page 193, n. 67. 
2. Patton on Titles, § 17. 
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rial—a purchaser for value from the rec- 
ord owner is protected. 


Suggested cures for risks incident to 
titles evidenced by records are (1) to 
amend the recording acts, (2) leave them 
as they are and secure protection by in- 
demnity title policies, and (3) to sup- 
plant recording muniments of title by 
registration of the title itself. Before 
considering any amendment, adequate re- 
search would be necessary to determine 
the good and the bad features of present 
acts. The second remedy appears to have 
given satisfaction in Pennsylvania and 
the third in Massachusetts; in states 
where both are being tried simultaneous- 
ly there is the unfortunate situation of 


‘lay companies and lawyers being in com- 


petition with each other for title busi- 
ness. 


3. For criticism of this type of act, see Webb, 
Record of Title, § § 13, 15; ef. Patton on Titles, 
p. 93, n. 239. 
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Substantive Law Changes 


N some jurisdictions real property law 

has present-day logic to support its 
principles; in others it is keyed to the 
concepts of feudal times. The American 
‘Law Institute has promulgated jointly 
with the Conference of Commissioners on 
Uniform Laws a model real property act 
which has been adopted in several states, 
eliminating the necessity for words of 
inheritance, and abolishing the Rule in 
’ Shelley’s case, estates tail and the rule 
as to destructability of contingent re- 
mainders.* 

One of the needs from the purchaser’s 
viewpoint is that statutes of limitation 
in relation to rights in or liens upon 
real estate shall be in fact, as they are 
in theory, statutes of repose, so worded 
that he will not need to secure a court’s 
findings of fact for the purpose of as- 
certaining whether the statute is opera- 
tive as to a particular tract of land. A 
number of states have this positive type 
of statute, namely that, with no excep- 
tions, a mortgage may not be foreclosed 
after a certain period of time after its 
maturity. In other states a similar bar 
cannot be ascertained from the records 
alone because of exceptions or of depen- 
dence on non-record facts.5 Without an 
effective statute many titles are encum- 
bered by clouds, and only occasionally by 
actual liens, of very old mortgages not 
discharged of record. 


Not only should all limitation statutes 
in respect to real property be based en- 
tirely upon facts appearing of record, 
but they are useless so far as freeing a 
title from unmarketability if they con- 
tain the usual exceptions in favor of 
minors and incompetents. If necessary 
to avoid possible hardship, the period 
might be made longer. Again, legisla- 
tive committees might check the coverage 
of their limitation statutes with that in 
other states, and find that there were, 
for instance, no bar to claims against the 
estate of a decedent where no administra- 


4. See Uniform Property Act and Uniform Es- 
tates Act, 19388 Handbook, Nat. Conf. Comm. 
on Uniform State Laws, pp. 260-275. 


5. See Patton on Titles, § 310. 
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tion has been had, and no bar to the no- 
tice afforded by recitals in a chain of 
title. 


Tax Liens 


N four jurisdictions, the existence of 

liens for internal revenue taxes cannot 
be ascertained from inspection of the 
local title records due to the lack of a 
state statute authorizing their being re- 
corded locally. And in most states, no 
statute reduces from about five hundred 
to one, the number of offices in which 
search is required to ascertain whether 
a title is in fact owned by the “record 
owner” or by his trustee in bankruptcy.® 


Prior to the 1943 legislative sessions, 
the only states which had taken advan- 
tage of the opportunity afforded by the 
section cited were Colorado, Florida, 
Georgia, Massachusetts, Minnesota, New 
Jersey, North Carolina and South Caro- 
lina. Furthermore, though it is nearly 
twenty years since the decision in Rhea 
v. Smith,’ there are a number of states 
which have not enacted conformity 
statutes to reduce the lien of judgments 
in federal courts to an area in which a 
judgment search is practicable. Nor, 
since the passage of the Soldiers and Sail- 
ors Civil Relief Act, have many of the 
states which allow foreclosures outside of 
court taken the trouble to provide for 
proof of non-military status of an owner 
at the date of the foreclosure sale. 


Blanket Liens Troublesome 


HERE judgments are blanket or 

general liens on all the real prop- 
erty of the debtor, and particularly where 
the rule of idem sonans (sounding the 
same) is applied to judgment records, 
an owner is frequently compelled to prove 
he is not the person named as debtor in 
anywhere from one to a hundred or more 
judgments. Considerable inconvenience 
and risk of loss are imposed on purchas- 
ers, mortgagees and others seeking to 
ascertain the existence of judgments 
against the other party. And an owner 
is also subjected to inconvenience and 
expense when he wants to sell or mort- 


6. Cf. Chandler Bankruptcy Act, § 21g; 11 U. S. 
C. A. § 44g. 


7. 274 U. S. 484. 
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gage his property. The blanket lien sys- 
tem no doubt operates to “smoke out” 
many a judgment debtor to the benefit of 
his creditor. But the expense of “smok- 
ing out” the existence of a lien in favor 
of a creditor and the liability for any 
mistakes in the process are almost always 
imposed upon third parties who are under 
no moral or public duty to confer such a 
benefit. 


In a few states the lien does not at- 
tach to real property until there has been 
a levy of an execution or the recording 
of a claim of lien. In the states which 
maintain Torrens registration systems, 
no lien attaches until a lien is claimed 
by registration, upon the certificate, of a 
certified copy of the judgment. Repeal 
of statutes which allow a blanket lien 
might aid a debtor in isolated cases to 
defeat his creditor, but the individual 
loss would probably be more than offset 
by the general good of freeing thousands 
of titles from the cloud cast by judgments 
against parties other than the owners. 


Signatures 


GROWING number of states have 
statutes providing that descriptive 
words following the name of a grantee 
(“trustee,” “as trustee,” “agent” etc.) 
shall no longer be constructive notice of 
a qualified title unless the instrument 
further states the nature of the trust and 
the names of the beneficiaries. In the 
absence of this information, the descrip- 
tive words may be disregarded, and the 
title or interest vests in the grantee in- 
dividually the same as would be the case 
if the words were not used. 
In the states (about half) where a 
spouse still has an inchoate right in real 
property, and whose signature to a con- 


8. See Frank S. Hackman, 16 Lawyer and Banker 
165. 
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veyance is therefore necessary, the pre- 
vailing sentiment appears to be that this 
creates no harm other than the pur- 
chaser’s risk which might be obviated by 
a measure less drastic than its cancella- 
tion, such as following the Torrens 
statutes in requiring to be made a matter 
of record not only the title of the owner 
but also the interest of the spouse. In 
probably no state is it possible for an 
owner to convey or incumber the home- 
stead without some form of written con- 
sent of the spouse, usually by joinder in 
the conveyance itself. But since there 
may be a question as to whether a par- 
ticular property does or does not consti- 
tute a grantor’s homestead, a few states 
prescribe as a prerequisite to a claim of 
homestead that the claim shall have been 
previously made a matter of record.® 

Without necessarily having exhausted 
the items pertinent for consideration, a 
closing topic may well be the subject of 
revocation of powers of attorney. Even 
where the statutes do not expressly so 
provide, the agency created will not be 
affected by an executed but unrecorded 
written revocation. The uncertainty oc- 
curs from revocations by death or insan- 
ity. This is aggravated by the general 
presumptions of continuance of life and 
of competency. The burden of ascertain- 
ing the facts, at his peril, is on one usual- 
ly the least able to do so, a purchaser 
having no acquaintance with the donor 
of the power. A fairer situation would 
be to make an act under the power valid 
as against the donor’s successors or re- 
presentatives even after such revocation 
unless prior to exercise of the power they 
have caused a record of the revoking 
facts to be made (by affidavit or other- 
wise) in the office where the power of 
attorney is recorded. 


9. Patton on Titles (1942 Pocket Parts) § 219 n. 
83 b, ec. 
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STATE LEGISLATION AFFECTING FIDUCIARIES 


Maryland 


Ch. 964: Exempts from State inheritance 
tax property passing, in trust or otherwise, 
to religious, charitable, etc. corporation, 
trust, etc., a substantial part or all of whose 
activities is carried on in this State, and 
no part of whose earnings inures to benefit 
of any private individual. 


Ch. 573: Makes changes in Inheritance 
Tax Acts of 1935, ’36, ’37 and ’41 apply only 
to estates of persons dying after respective 
effective dates. 


North Carolina 


Ch. 411: Makes conveyances by heirs or 
devisees of decedent’s real property within 
two years of decedent’s death, formerly void, 
now voidable at instance of creditors. 


Ch. 763: Validates judicial sale of dece- 
dent’s real property for partition. 

Ch. 437: Makes important changes re- 
lating to the revocability of trust instru- 
ments, executed both before and after effec- 
tive date (March 4, 1943). Law deserves 
careful study to determine what action, if 
any, should be taken within grace period 
which ends Sept. 4, 1943. 


Ohio 


S. B. 80: Clarifies law on amortization, 
providing that trustee may amortize pre- 
miums on bonds unless required by instru- 
ment or court order; trustee may treat an- 
nual increase in value of bonds such as 
Series E and F of U. S. War Bonds, as in- 
come and distribute it currently by trans- 
ferring cash to income account and credit- 
ing income when received to principal. 


S. B. 169: Provides simple and economi- 
cal method of appointing substitute co-fidu- 
ciaries and advisers under voluntary trusts 
when co-fiduciary or adviser enters military 
service. The latter may appoint his suc- 
cessor with approval of court and may be 
reinstated upon his return. 


S. B. 170: 


Protects persons dealing with 
an attorney in fact or agent despite prior 
death or incompetency of principal, if party 
acts honestly and has no knowledge of the 


death or incompetency; applies only to 
transactions involving personal property. 


S. B. 271: Provides for release or dis- 
claimer of powers of appointment by instru- 
ments executed with formalities of a deed. 


H. B. 268: Makes important amendments 
to Probate Code: provides for substitute co- 


fiduciaries under wills in much the same 
manner as S. B. 169, supra, does for non- 
probate matters; provides for probate of 
wills of nonresidents who die leaving prop- 
erty in Ohio (intangibles evidenced by an in- 
strument are in Ohio if the instrument is); 
enables affairs of missing persons to be 
adequately managed and, under court order, 
use of property. for care of wife and minor 
children; sets up uniform accounting proce- 
dure for all fiduciaries under jurisdiction of 
probate court (provides for first time a 
method by which accounts can be finally 
settled). 

H. B. 341: Enacts Uniform Fiduciaries 
Act, minus Section 2, previously adopted. 

H. B. 60: Provides for establishment of 
common trust funds, as reported last month. 


Pennsylvania 


Act 297: Conforms Pennsylvania Stock 
Transfer Tax with Federal law by exempt- 
ing transfers to nominees and custodians 
by fiduciaries. 


Act 367: Eliminates necessity of obtain- 
ing waiver from Department of Revenue be- 
fore transferring pledged stock of a dece- 
dent on books of company. 

Act 322: Makes several changes relative 
to payment of inheritance tax. 


Act 361: Provides that 80% death tax 
credit allowed by Federal law shall be paid 
to State as an estate tax rather than as an 
additional transfer inheritance tax. 

Act 354: Further regulates administra- 
tion and distribution of estates of missing 
persons. 

Act 334: Authorizes release, reduction 
and limitation of powers of appointment, 
validating those previously made. 


Rhode Island 


S. B. 62: Allows a foreign fiduciary to 
assign and transfer mortgages on real or 
personal property located here. 


H. B. 648: Repeals “ancestral estates 
law” which, in certain cases, returned inte- 
state property to the line from which it was 
descended or devised. 


H. B. 712: Provides that no person shall 
be deemed to have actual notice of death 
of donor of a power of attorney by reason 
only of a report that such donor is missing. 


Wisconsin 


Ch. 274: Enacts common trust fund law. 
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REJOINDER ON REMOTE 
INHERITANCES 


To the editor of Trusts and Estates: 


May I now comment upon the com- 
ments which you have printed upon the 
proposition to deprive distant relatives 
of their present rights to inherit and to 
extend the statutes under which certain 
intestate property passes to the. sover- 
eign state by escheat? (See May issue 
at 465.) 


The proposition was prompted by 
three distinct considerations or purposes: 
First, and most logically, to increase the 
revenue of the state; second, and very 
practically, to close the door to the litiga- 
tion now invited by statutes making dis- 
tant relatives heirs-at-law and to the de- 
lay, expense and possible or probable 
frauds involved; thirdly, and equitably, 
to avoid the unfairness of finally distrib- 
uting to the discovered kindred, while 
still disinheriting the undiscovered or 
leaving them to recover from the dis- 
covered heirs by later litigation. 


The first commentators give an inter- 
esting review of the history of inheri- 
tance, point out the lack of logic in the 
existing laws of descent and distribu- 
tion, and suggest increased inheritance 
taxes upon the shares of distant kindred 
in place of escheat to the state. This 
would accomplish but the “first” purpose, 
not the “second” nor the “third.” 


The next commentator, a _ probate 
judge, agrees that distant relatives 
seldom have any moral claims upon the 
decedent’s estate and that their exclusion 
“would greatly simplify the settlement of 
many estates”—with which, after a half- 
century of probate experience, I heartily 
concur. He would go further than the 
original proposition and exclude all who 
were “more remote than descendants of 
grandparents”; to which suggestion I 
only reply that as a matter of expediency 
I would leave it for legislation hereafter, 
though I know that it is not always real- 
ized that each grandchild of every mar- 
riage of each of the decedent’s four 
grandparents is his first cousin, and more 
distant relationships are a puzzle to the 
uninitiated. 
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The last commentator calls attention 
to hundreds of claimants, apparently ob- 
vious fakes, thousands of pages of testi- 
mony, etc. in one of these cases (quite 
the logical result of the present statutes), 
and he also would limit more closely the 
classes of kindred who should inherit. 


What I have termed “the lack of logic 
in the present laws of descent and dis- 
tribution” is perfectly illustrated by 
those of Massachusetts, where the dece- 
dent’s children and their issue inherit 
from him; secondly, his parents (and not 
the issue of a deceased parent) inherit; 
thirdly, his brothers and sisters and their 
issue inherit; and fourthly, his nearest 
blood relatives (and not the issue of a 
deceased relative equally near) inherit. 
Of course this disinheriting the issue of 
a deceased parent goes far beyond the 
proposition to disinherit remote rela- 
tives, and sometimes ultimately results 
in the half-brother on one side getting all 
and the half-brother on the other side 
getting nothing—yet legislators see no 
unfairness in the present statute and 
legal authorities recommend no change 
therein. 

Francis Nims Thompson, 
Judge of Probate Court, 
County of Franklin, Mass. 


Community Property Test Case 


We hear from Ross Bennett, trust officer 
of Houston Land & Trust Co., that the es- 
tate of R. L. Blaffer, a former senior official 
of the Humble Oil & Refining Co., may 
prove a test case for the provisions of the 
1942 Revenue Act subjecting the entire 
value of community property to tax in the 
estate of the decedent. It is believed that 
the Blaffer estate runs to several million 
dollars, all of it being community property. 
Mr. Blaffer died within 24 hours after the 
1942 Act became effective. 


0 


N. Y. Community Trust 


Resources of The New York Community 
Trust, according to its recent annual re- 
port, were valued at $10,036,486 at the 
close of 1942 and appropriations made dur- 
ing the year were $547,261, compared with 
$398,504 in 1941. Since 1925 the Trust 
has paid out upwards of $3,500,000. 
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Supreme Court Decision 


Excessive Depreciation reduces basis 
—Reversal Possible. In 1938, a profit 
year, as usual, taxpayer’s rates were 
lowered. Since the taxpayer sustained 
losses during the years 1931 to 1936, it 
wanted to restore the excessive depre- 
ciation to the asset value in accordance 
with the Pittsburgh Brewing case. The 
Court, in a very doubtful and unfair, 5 
to 4, decision, held that since the depre- 
ciation claimed for the years 1931 to 
1936, was not disallowed, and hence al- 
lowed, such excess could not be restored 
and retaken later. Two exceptionally 
persuasive dissents claim the majority 
opinion incongruous and erroneous. Vir- 
ginian Hotel Corp. v. Helvering, S. Ct. 
No. 766, June 7, 1943. (NOTE: On June 
21, the Supreme Court in its final session 
withheld its mandate, and time within 
which to file petition for rehearing was 
extended to September 1. All rights in- 
volving this issue should be protected 
accordingly as there is a very strong pos- 
sibility of reversal. In the meantime 
where loss years are involved, play safe 
and claim no depreciation on the return. 
Let the agent figure it when he audits 
return!) 


Other Court Decisions 


Estate tax—Prior Tax Determination 
Not Res Judicata. The estate recovered 
estate tax paid on “interim income.” A 
second claim for refund was filed by the 
estate based on the right to deduct the 
legal fees paid for the securing of the 
first refund. The Court held that since 
the facts involved in the second claim 
were not ascertainable at the time of the 
first suit, the taxpayer could maintain 
suit for the refund based on such deduc- 
tion. Cleveland v. Higgins, U. S. D. C., 
S. D. of N. Y., Civil 19-600, May 1, 1943. 

Estate Tax—deduction for “services” 
allowed. Decedent provided in his will 


for a distribution of stock to his niece, 
who acted as his housekeeper and hos- 
tess, “in compensation of her kindness 
and services.” The state court specifical- 
ly-decreed that this provision was not a 
legacy but rather a direction to pay a 
legal obligation. The Court held that 
the state court’s decision is binding on 
the Federal courts and the value of the 
stock should be deducted in full as a 
claim against the estate. Nashville 
Trust Co. v. Comm. C.C.A.—6, No. 9407, 
June 2, 1943. 


Estate Tax—property previously taxed. 
First decedent died in 1935 and left his 
property to his wife, who died in 1938. 
In the second decedent’s estate was in- 
cluded property previously taxed. The 
issue involved the determination of the 
amount of the deduction for property 


previously taxed. The Court held that 
the second decedent’s estate was entitled 
to the full deduction and that no reduc- 
tion should be made for the amount of 
obligations of the first decedent’s estate 
which was paid from income or capital 
gains by that estate while it was in pro- 


cess of administration. Comm. v. Gar- 
land, C.C.A.-1, No. 3851, June 4, 1943. 


Final distribution of trust income 
taxed to beneficiary. The Court held 
that the taxpayer, the sole beneficiary 
of a trust, was properly taxed on trust 
income which was included in the final 
distribution pursuant to the trustee’s 
discretionary power. William H. Cowles, 
Jr. v. U. S., U. S. Ct. of Claims, No. | 
45669, June 7, 1943. 


Income of trust created by wife taxeu 
to husband. Taxpayer’s wife created 
trust, naming her husband one of the 
trustees, who alone had the power te 
vote the stock, appoint investment coun- 
sel, withdraw corpus of trust, alter, 
amend, modify, revoke, etc. In view of 
such complete control and dominion over 
the income producing properties of the 
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trust, the Court held the entire trust in- 
come taxable to the taxpayer-husband. 
Andrew Jergens v. Comm. C. C. A.-5, 
No. 10570, June 15, 1943. 


Part of trust income taxed to grantor. 
Taxpayer in setting up a trust for each 
of his five children incurred a gift tax 
liability of $150,000. The trust instru- 
ment provided for $30,000 payment from 
each of the trusts. The taxpayer con- 
tended that the transaction was a sale 
of stock at price equal to the income re- 
ceived and that such receipts represented 
a return of capital to him. Court held 
income received by taxpayer taxable to 
him as the substance of the arrangement 
was an outright transfer of stock for no 
consideration but with a reservation to 
the taxpayer of a part of the income. 
A. E. Staley, Jr. v. Comm. C. C. A.-5, 
No. 10606, June 15, 1943. 


Income distributed to Trust deductible 
by Estate. Court held that income re- 
ceived by an estate during the taxable 
year and included in a final distribution 
to a testamentary trustee was deductible 
in the return filed by the estate. Here, 
the will provided that the trustee was 
entitled to income from the date of tes- 
tator’s death and received such distribu- 
tion as income. Comm. v. Bishop Trust 
Co. Ltd. C. C. A.-9, No. 9832, June 11, 
1943. 


Estate Tax—joint and survivor an- 
nuity contracts. Court held that joint 
and survivor annuity contracts are tax- 
able on one-half of cash surrender value 
plus one-half dividends on deposit and 
not, as contended by the Commissioner, 
on the cost of a comparable contract on 
the date of decedent’s death. W. N. 
Wishard, v. U. S., U. S. D. C., S. D. of 
Ind., No. 625, Civil, May 28, 1943. 


Gift tax—conveyances not taxable. 
Husband agreed to property settlement, 
then obtained a Nevada divorce, and 
thereafter transferred to his former 
wife cash and realty. The Tax Court 
held no gift tax due as there was con- 
sideration for the transfer; it was made 
without donative intent and at arm’s 
length. Herbert Jones v. Comm., 1 T. C. 
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No. 160 (Also same holding, John R. 
Geary, Memo T. C., May 31, 1943.) 


Estate tax—charitable trust remainder 
deductible. Decedent’s will provided that 
certain trust remainders go to a certain 
hospital for a special fund to take care 
of nurses who become patients. The 
Commissioner argued against the deduc- 
tion because Sec. 812 (d) I.R.C. allows 
only deductions going to general char- 
ities. The Tax Court held that amounts 
bequeathed to limited charities, within 
reasonable range, were deductible. Est. 
of C. E. Gray v. Comm., 2 T. C. No. 12. 


Taxability of trust income for Sup- 
port. Where income was available (but 
not used) for the support of minor chil- 
dren, the Tax Court held such trust in- 
come taxable to the grantor, following 
Stuart, 317 U. S. 154. The Tax Court 
also held that income from trust for 
benefit of parents was not taxable to 
grantor. Sidney H. Scheurer, Memo 
T. C., May 21, 1943. 


(NOTE: Stuart type of trusts for 
minor children, with rights of with- 
drawal, should be changed to surrender 
such right, wherever feasible so as to 
avoid tax to grantor. Also, where fam- 
ily trusts are involved, beneficiaries 
should be given the sole right to revoke 
so as to avoid tax to grantor. In the 
parents’ case above, they had the right 
to discontinue the trust and the proper- 
ty would revert to the grantor; here, 
the parents were parties “adverse” to 
the grantor.) 


Rulings, News, Etc. 


Capital Stock Tax Returns (in tripli- 
cate) for the year ended June 30, 1943, 
must be filed and the tax paid not later 
than July 31. Annual declarations of 
value are now permitted. 


Treasury Bonds for Estate Taxes. 
Treasury Bonds, 214’s of 62-67 and 64- 
69, will be redeemed at par and accrued 
interest at the death of the owner, pro- 
vided the proceeds are applied to the 
payment of estate taxes. Similar privi- 
lege applies to bonds held jointly or in 
partnership name, provided the living 


(Concluded on page 96) 
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Decisions 


Charitable Trusts — Bank as Trustee 
Saves Bequest from Tax 


Wisconsin Supreme Court 

Estate of Thronson, 9 N. W. 2d 641; decided May 

18, 1943. 

The testator’s will gave all his property 
to a bank in trust to pay the income to suc- 
cessive life tenants and at the death of the 
last life tenant to convey the corpus to 
“the Masonic Home at Dousman.” Said 
home is not a legal entity but is owned by 
a Grand Lodge of Masons and is maintain- 
ed for charitable purposes. The Wisconsin 
inheritance tax law exempts bequests to 
(1) a corporation organized solely for char- 
itable purposes and (2) a bank as trustee 
exclusively for charitable purposes. The 
tax authorities contended that the bequest 
was not exempt because the Grand Lodge 
of Masons is not a corporation organized 
solely for charitable purposes. 

HELD: The fact that the “Masonic 
Home” is not a legal entity capable of ac- 
cepting title to real estate does not prevent 
the trust from being carried out; the bank 
may either convey the corpus of the trust 
estate at the termination of the life estates 
to the corporation which owns the home, 
or the bank itself may administer the de- 
vised property for the benefit of the home. 
Hence the devise falls squarely within the 
second branch of the statutory exemption, 
as a gift made to a bank in trust for ex- 
clusively charitable purposes. Such ex- 
emption is not impaired by the fact that in 
carrying out the trust the bank may prop- 
erly convey the property to the Grand 
Lodge of Masons which owns the home, 
though that corporation could not itself 
have taken the devise free of tax because 
the purposes of its organization are not 
solely charitable. 

a 


Charitable Trusts — Cy Pres Doctrine 
— Surplus Income to Heirs? 


Massachusetts—Supreme Judicial Court 
Holmes v. Welch, 1943 A. S. 959; May 29, 1943. 


Petition in equity by the heirs of X to 
establish their claim to an alleged surplus 
in a charitable trust. The will gave the 
residue to trustees for the purpose of pur- 
chasing land and building a Community 
House in Winchendon and to provide a 
fund for maintaining the same. The trus- 


tees were given discretion to accumulate 
the fund until it was sufficient to carry out 
the purposes of the will; or they could 
use the fund to establish a Y.M.C.A. The 
petition alleged that the trustees had ac- 
cumulated a great deal more than was 
needed and asked the court to determine the 
amount needed and order the surplus paid 
over to them. The trustees demurred to 
the petition on the ground that the peti- 
tioners had no standing, since it was a pub- 
lic charity, and that the determination as 
to the amount needed rested on the discre- 
tion of the trustees. 

HELD: First, that the petitioners did 
have a standing. The will did not disclose 
a general charitable intention, but only a 
particular one, and hence if there was a 
surplus the Cy Pres doctrine would not 
apply and it would belong to the heirs. 

Second, the question of accumulation and 
the amount needed for the building was left 
to the discretion of the trustees, and unless 
it appeared that they were deciding arbi- 
trarily, capriciously, or in bad faith, their 
decision to accumulate could not be over- 
ridden by the court. Hence the demurrer 
must be sustained and the petition dis- 
missed. 


a a 


Compensation — Court Has No Discre- 
tion to Allow Fee for Anticipated Ser- 
vices of Trustee 


Illinois—Appellate Court 
Rogers v. Belt, 317 Ill. App. 81. 


Executor under will was directed to con- 
vert real estate into cash and hold net 
proceeds thereof until testatrix’s niece and 
nephew became 18 years of age. On De- 
cember 26, estate was closed, executor pay- 
ing to himself as trustee some $11,000. 
Both he and his attorney were allowed 
fees. Three days later, without giving 
notice to anyone, the trustee filed a peti- 
tion in the Circuit Court asking for direc- 
tions as to the investment of said trust 
fund, and requesting trustee’s and at- 
torney’s fees. On that same day the court 
designated certain banks as depositories 
and granted fees to the trustee and at- 
torney of $250 each. The trust beneficiar- 
ies moved to vacate the order alleging they 
were entitled to notice and an opportunity 
to object to the allowance of fees. The 
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motion was denied and this appeal was 
taken. 

HELD: Reversed. The intent of the 
law is that a trustee, in some manner, 
make a showing of the performance of his 
acts with sufficient detailed proof in con- 
nection therewith. This naturally presup- 
poses the award is sought for services al- 
ready performed and not in anticipation of 
services. Cause remanded for the trustee 
to make adequate showing of the value of 
his services, and the beneficiaries were 
given an opportunity to be heard thereon. 


0 ee 


Conflict of Laws — Law of Testator’s 
Domicile Applied to Testamentary 
Charitable Trust — Law of Situs of 
Inter Vivos Trust Applied to Exercise 
of Reserved Power of Appointment by 
Will 

Maryland—Circuit Court of Baltimore City 


Safe Deposit & Trust Co. v. William M. Chatard, 
Daily Record, June 15, 1943. 


In 1923 A, a resident of the District of 
Columbia, executed in Maryland and de- 
livered to a Maryland trust company as 
trustee a deed of trust conveying securities 
and Maryland ground rents, directing the 
trustee to pay the income to B for her life 
and after the death of B should A prede- 
cease her (as he did) to hold the property 
to the use of such persons as A should ap- 
point by will, and in default of such ap- 
pointment to distribute the property to 
such persons as would by the law of Mary- 
land in force at the death of A be desig- 
nated as his heirs and next of kin. 

A died in 1930 leaving a will dated 1925 
which was duly probated in the District of 
Columbia. By this will one-fourth of his 
residuary estate, consisting entirely of cash 
and securities, was left to a Maryland trust 
company in trust to pay the income to B 
for life and after the death of B to use in- 
come or so much thereof as the trustee 
might consider necessary or advisable for 
the care, preservation, repair and improve- 
ment of a family cemetery lot in a desig- 
nated churchyard and for the preservation, 
repair and improvement of the church, its 
grounds and rectory, the church in ques- 
tion being a religious corporation under the 
laws of Maryland with its entire property 
situated in Maryland. B, the life benefi- 
ciary under both the deed of trust and the 
testamentary trust, died in 1941. A’s heirs 
and next of kin claimed that the will inso- 
far as it attempted to set up a perpetual 
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trust and insofar as it attempted to exer- 
cise the power of appointment for the 
purposes of the trust was invalid under 
the laws of Maryland as violating the rule 
against perpetuities inasmuch as the testa- 
tor died prior to the Maryland Act of 1931 
making valid and enforceable charitable 
trusts thereafter created. 


HELD: (1) The effect of the deed of 
trust and the exercise of the reserved 
power of appointment when. taken together 
created a vested equitable estate in per- 
petuity as of the death of the grantor in 
1930 in real and personal property situate 
in Maryland and held by a Maryland trus- 
tee, and, therefore, the Maryland law and 
not the District of Columbia as of the date 
of the settlor’s death determines the valid- 
ity of the trust for the benefit of the church 


. property in perpetuity. Such trusts were 


invalid in Maryland at the time of the set- 
tlor’s death and the attempted exercise of. 
the power of appointment as to the proper- 
ty held in trust under the deed was invalid. 
The property passes to the settlor’s heirs 
at law and next of kin as provided in the 
deed of trust itself. 
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(2) The testamentary trust, being for 
the maintenance of church buildings and 
church grounds, is a trust for a charitable 
use and is not to be considered as a non- 
charitable trust merely because the church- 
yard included a small family cemetery lot 
which the testator specifically and especial- 
ly mentioned. Such a trust is valid under 
the law of the District of Columbia which 
was the testator’s domicile and will be up- 
held and enforced in Maryland though in- 
valid under the Maryland law at the time 
of the testator’s death. 

(3) The policy of Maryland was re- 
versed in 1931 when the legislature enacted 
a statute first making valid the creation 
thereafter of charitable trusts. The cur- 
rent policy of the state wherein the trust 
is to be administered should be applied to 
a current controversy and it is the duty of 
the court under the doctrine of comity to 
protect and enforce the administration of 
the trust. 


ee 


Distribution — Beneficiaries May Not 
Terminate Trust by Agreement Unless 


Object of Trust Has Been Accom- 
plished and All Interests Have Vested 


Illinois—Supreme Court 


Mohler v. Wesner, 382 Ill. 225. 


Testatrix by will created a trust pro- 
viding for a life income for her nephew and 
incomes for his four children. The trust 
was to terminate upon the death of her 
nephew and the attainment of age 21 by 
his youngest child, Ruth, whichever was 
the latest. Upon termination, the trust 
estate was to be divided equally among 
Ruth and her three brothers; in case any 
residuary beneficiary died during the term 
of the trust, his or her share was to go to 
his or her heirs-at-law, “as of the date of 
the termination of this trust.” One of the 
residuary beneficiaries died. Ruth attain- 
ed age 21, whereupon testatrix’s nephew 
executed and delivered to the trustee a 
waiver of all claims to any part of the 
trust or its income. Thereafter he and his 
remaining children filed a complaint pray- 
ing an accounting, termination of the trust 
and decree of distribution, contending the 
waiver had the same effect as the death of 
the nephew. 


HELD: The will discloses a carefully 
devised plan of the testatrix to conserve 
the principal of the trust until two speci- 
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fied conditions have been satisfied, i.e., the 
death of her nephew and the attainment 
of age 21 by his daughter. Only one of 
the conditions has been met. Furthermore, 
none of the present beneficiaries may be 
living at the death of the life beneficiary 
and it is impossible to ascertain who may 
constitute such deceased beneficiaries’ 
heirs-at-law as of the “date of the termina- 
tion of this trust.” As the purposes of the 
trust have not been substantially satisfied, 
as there are contingent interests in the 
trust fund, and as the present determin- 
ation of the ultimate beneficiaries would be 
sheer speculation, the trust cannot be ter- 
minated by agreement. 


a 


Distribution — Rights of Childless Hus- 
band in Wife's Estate 


Tennessee—Court of Appeals 


Elliott v. Markland, 170 S. W. (2d) 662; certiorari 
denied by Supreme Court. 


Mrs. Markland died leaving a will giving 
her husband a life interest in her real and 
personal property, with remainder to others. 
No children were ever born of her marriage. 
Her husband dissented from the will and 
claimed all of her estate, real and personal. 


1. The Court held that under Code Sec. 
8359, a husband dissenting from a will was 
entitled to a child’s share of the personal 
estate, not exceeding one-third of it; and 
inasmuch as there were no children of this 
marriage, the husband was entitled to one- 
third. It was held that the common law 
principle that marriage amounted to an 
absolute gift by the wife to the husband 
of her personal property, recognized in some 
early Tennessee cases, had been abrogated 
by the married women’s emancipation act 
(Code sec. 8460). 


2. The husband was entitled to no inter- 
est whatever in his wife’s realty, because, 
there being no children, the right of curtesy 
did not attach. Under Code section 8382 
he would be entitled to inherit his wife’s 
real estate only if his wife died intestate 
leaving no heirs capable of inheriting. In 
the present case the wife left a will, and 
heirs capable of inheriting. 


———— 


Arthur C. Keefer is now a Captain in the 
United States Army and has relinquished 
his role as our legal editor for the District 
of Columbia. Louis M. Denit succeeds him. 
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Distribution — Unattested Paper Dis- 
tributing Personal Effects 


Massachusetts—Supreme Judicial Court 
Riley v. McMaster, 1943 A. S. 793; May 24, 1943. 


The will gave the residue, except for cer- 
tain personal effects listed by the testatrix 
with instructions as to their distribution, 
to A and B in equal shares. Then follow- 
ed a few legacies to be paid out of the 
residue, and a provision that the personal 
effects listed were to be distributed by the 
executor according to the list. The ques- 
tion at issue was as to the personal effects. 


HELD: The unattested list was not a 
valid testamentary gift, and the property 
listed passed to the residuary legatees un- 
der the residuary clause. The legacies fol- 
lowing the residuary gift had the same 
effect as if they had preceded it. There was 
nothing invalid about the residuary clause. 
The testatrix attempted a specific legacy of 
the list of goods, and since it failed they 
fall into the residue. 


a 


Distribution — U. S. Savings Bonds — 
Disposition of Bonds in Name of Own- 
er Payable on Death to Another 


New York Surrogate’s Court—New York County 


Matter of Deyo, New York Law Journal, June 4, 
1943, p. 2183. 


The decedent purchased U. S. savings 
bonds registered in his name, payable on 
his death to his sister. After the de- 
cedent’s death, the sister turned in the 
bonds and had other bonds issued in their 
place registered in her name and at her 
death to her son, who was a co-executor of 
the decedent. Another executor, the sole 
residuary legatee, brought an action in 
the Supreme Court, to obtain a determin- 
ation that the estate was the owner of the 
bonds; and a motion to dismiss the com- 
plaint in that action was denied. [Deyo v. 
Adams, 178 Misc. 859, 36 N. Y. S. (2nd) 
734, as reported in Nov. 1942 Trusts and 
Estates 522]. The plaintiff in the Supreme 
Court action brought the instant proceed- 
ing in the Surrogate’s Court to compel the 
co-executor to perform certain acts and to 
have him removed because of his alleged 
misconduct with respect to the Supreme 
Court action. In denying the instant ap- 
plication, the Surrogate 

HELD: The co-executor was correct in 
his contention that the bonds were not 
assets of the estate. In effect, the Surro- 
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gate disregarded the intermediate decision 
in Deyo v. Adams as the law of the case 
and reversed it, rejecting the contention 
that the agreement evidenced by the bonds 
was testamentary. He further held that 
§24 of the Pers. Prop. Law (L. 1943, chap. 
632) which confirmed the right of the ben- 
eficiary named in the bonds to take upon 
the death of the registered owner, was ap- 
plicable to bonds issued either before or 
after its effective date. 

ee 


Expenses — Liability of Trust Fund for 
Attorney's Fee for Representing 
Beneficiary 


Wisconsin—Supreme Court 


Will of Razall, 9 N. W. 2d 639; decided May 18, 
1943. ‘ 


The will of Katie Razall bequeathed prop- 
erty to a trustee “for the support, main- 
tenance, proper care and medical attend- 
ance” of her son, with express direction 
that none of the income from the trust 
should go to the son’s divorced wife. The 
divorced wife commenced proceedings to 
have the trust beneficiary committed to 
jail for contempt of court because of his 
failure to pay alimony, and the son retain- 
ed an attorney to defend him in the con- 
tempt proceeding. Such attorney rendered 
services reasonably worth $500 and brought 
a proceeding in the county court to direct 
the trustee to pay his charges out of the 
income of the trust estate. The county 
court so ordered. 

HELD: While unquestionably the furn- 
ishing of legal service to keep the trust 


JOHN MINOR WISDOM 
Our Louisiana Legal Editor, who was recently 
promoted from Captain to Major in the Air 
Force Intelligence at Washington, D. C. 
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beneficiary out of jail was a part of the 
trustee’s duty under the provision of the 
will for the “proper care” of the bene- 
ficiary, the attorney retained by the bene- 
ficiary himself has no claim against the 
trust estate unless the trustee abused his 
discretion by failing, after proper request, 
to furnish the beneficiary with legal ser- 
vices. Since the record fails to disclose 
whether there was ever any such request 
or refusal, the matter is remanded for fur- 
ther proceedings. 


a 


Insurance Trusts — Life — Irrevocable 
Trust of Policies as Equivalent of As- 
signment 


California—District Court of Appeal 
Mahony v. Crocker, 58 A. C. A. 287, 186 P. 2d 
810 (Apr. 16, 1943). 


Mahony executed a declaration of trust 
making death benefits of two life insurance 
policies payable to a bank as trustee, in- 
come to be paid to Mahony’s wife, Doris, 
and following her death to his daughter 
Marjorie, trust to terminate in 1954 and any 
preceeds of the policies then in the trust 
to be paid to Doris, if living, or if she is 
deceased, to Marjorie, with remainders 
over, including a reversion to the trustor 
under some conditions. Trust irrevocable 
and unamendable, and provided that bene- 
ficiary of policies could not be changed. 
Under terms of policies themselves, insured 
could change beneficiary. In this action by 
insured to quiet his title to the policies, 
claiming he had right to revoke, judgment 
for defendants affirmed. 

HELD: As between insured and persons 
interested in trust, provisions of trust mak- 
ing it irrevocable and unamendable and 
waiving insured’s rights to change bene- 
ficiaries, governed. He was therefore un- 
able to change beneficiaries, regardless of 
contrary provision in policies. 


a 


Life Tenant & Remainderman — Charo- 
ing Expenses of Unproductive Prop- 
erty to Corpus — Incidence of Com- 
pensation 


Wisconsin—Supreme Court 
Will of Des Forges, 9 N. W. 2d 609; decided May 
18, 1943. 
The will of the testator, who died in 
1910, set up a trust for the lives of his 
‘children, with remainder at their deaths 


TRUSTS and ESTATES—July 1943 


to the City of Milwaukee. The trust estate 
included two parcels of land, both of which 
were productive at the time of the testator’s 
death. One of them produced no income 
after 1929, but the trustee paid the taxes, 
repairs and maintenance thereon out of 
the income of the trust estate generally up 
to 1938, when the property was sold. In 
1942 the trustee applied to the court for 
approval of all of its accounts to date, and 
the life tenants objected to the charging 
of the carrying expense of the unproduc- 
tive real estate against their income and 
demanded that it be refunded to them out 
of corpus. They also requested that the 
trustee’s fees, which had been taken at 5 
per cent of the income up to 1939 but had 
thereafter been substantially increased 
(amounting to 16 to 20 per cent of the in- 
come in 1940 and 1941) be charged against 
corpus to the extent of the excess of 5 per 
cent of the income. 

HELD: 1. Where real estate which is 
productive at the time of the testator’s 
death subsequently becomes unproductive, 
it is unfair to the life tenants to charge 
them with its carrying costs, and they are 
entitled to have such costs refunded to 
them out of corpus. Such must be inferred 
to be the testator’s intention, particularly 
when the life beneficiaries are persons close 
to him in relationship, and the remainder- 
man as in the present case is a municipal- 
ity. Such result is not changed by the fact 
that the testator in the present case, in 
providing for the life beneficiaries, used the 
term “net income,” since he did not define 
that term. A different intention might be 
inferred if the real estate had already be- 
come unproductive before the testator’s 
death. 


2. While the fees allowed to the trustee 
for 1940 and 1941 were not excessive under 
the circumstances, it is only proper that 
so much of these fees as exceed the previ- 
ous basis of 5 per cent of the income should 
be charged against corpus, and the excess 
should be refunded to the life tenants. 


ee | 


Living Trusts — Passive Trust — Re- 
vocability — Conflict of Laws 


Wisconsin—Supreme Court 
Boyle v. Kempkin, 9 N. W. 2d 589; decided May 
18, 1943. 


One August Giesing, who owned real 
estate in Wisconsin and a bank account in 
Michigan, conveyed the real estate to a 
trustee residing in Michigan, and he simul- 





LAW AND TAXES 


taneously changed the bank account into 
the joint names of himself and the trustee. 
The terms of the trust were that the trus- 
tee was to hold the real estate and the bank 
account for the benefit of Giesing for life, 
and divide the property at his death among 
named beneficiaries. A year later, Giesing 
attempted to revoke both trusts, and the 
trustee quitclaimed the real estate back to 
him. A few months thereafter, Giesing 
died. The beneficiaries named in the trust 
instrument commenced suit to establish the 
trust and have the property turned over to 
them. 

HELD: 1. The validity and the revoc- 
ability of the trust in Wisconsin real estate 
are governed by the law of Wisconsin while 
the law of Michigan governs as to the bank 
account held in that state by a trustee re- 
siding therein. 

2. The trust in the real estate for the 
life of the settlor was a mere passive trust. 
Since passive trusts have been abolished by 
statute in Wisconsin, the trust never came 
into existence as to the life estate; but as 
to the remainder interest it was a good 
and valid trust from the outset, and not 
testamentary in character. No right of 
revocation having been reserved, the trust 
was irrevocable, and the settlor’s attempted 
revocation was ineffectual as against the 
remaindermen beneficiaries named in the 
trust. 


3. The trust in the Michigan bank ac- 
count was a valid trust under the law of 
Michigan, but since the settlor had the 
right to withdraw funds at his pleasure 
from the joint account, a power of revoca- 
tion was implied. Hence the settlor’s sub- 
sequent revocation of this portion of the 
trust was valid. 


4. The fact that the trust was thus 
revocable as to a portion of its assets does 
not render it either invalid or revocable 
as to the remainder thereof; hence the 
trust in the land remained effective though 
the trust in the bank account was re- 
voked. 


—$_ 9. 
Powers — Appointment — Revocation 
of Release of Power 


New York Supreme Court—N. Y. Co. Sp. T. II 


Manville v. Dresselhuys, New York Law Journal, 
June 25, 1943, p. 2477. 


The donee of a general power of appoint- 
ment delivered to the trustee of the fund in 
respect to which the power was exercisable 
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a renunciation and release of the power in 
terms expressly irrevocable. Four months 
thereafter, the donee filed with the trustee 
an instrument purporting to revoke the re- 
nunciation. The donee sought judgment de- 
claring the renunciation void on the ground 
that he had a continuing and ambulatory 
right to renounce the power and then to re- 
voke the renunciation until his death, and 
that in any event, there must be considera- 
tion for his renunciation. 

HELD: The release of the power could 
not be revoked. Another cause of action, 
alleging that the donee was induced to sign 
the renunciation by fraudulent misrepresen- 
tations, was also dismissed because no facts 
were set forth in support of the conclusions 
pleaded. 

(a 


Spendthrift Trust — Assignment by 
Beneficiary of Corpus before Deliver- 
able to Him is Invalid 


Virginia—Supreme Court of Appeals 


Alderman v. Virginia Trust Company, 25 S. E. 


(2d) 333. 


Decedent by will created a trust of 
$65,000 corpus to pay the income therefrom 
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to his son, to pay him one-half of the 
corpus upon his attaining thirty-five years 
of age, and to pay the residue of the corpus 
to him upon reaching a later specified age. 
The will expressly provided that the corpus 
and the income therefrom, or either of 
them, should be applied by the trustee to 
the support and maintenance of the son 
without being subject to his liabilities or to 
alienation by him. 

Before reaching the age of thirty-five 
years, the son assigned to his infant daugh- 
ter all the corpus of this trust which would 
be payable to him upon attaining thirty- 
five years of age. However, when the son 
attained this age, he repudiated the assign- 
ment and demanded that the trustee turn 
over to him alone the one-half of such cor- 
pus then deliverable. The Trustee there- 
upon filed suit seeking the guidance and 
instructions of the Court as to delivering 
such corpus. 


HELD: When the corpus of the trust 
is made subject to the terms of Section 5157 
of the Code of Virginia (Virginia spend- 
thrift trust), any assignment of any part 
of such corpus made by the beneficiary be- 
fore the time such part is deliverable to 
him is unenforceable and-no rights accrue 
thereunder. 


oe J 


Wills — Probate — Statutory Limitation 
on Time to Contest Wills Does Not 
Deny Due Process of Law to Infants 
and Incompetents 


Illinois—Supreme Court 


Masin v. Bassford, 381 Ill. 569. 


Conservator filed complaint to set aside 
testator’s will more than thirteen months 
after will was admitted to probate. The 
Illinois Probate Act provides that any in- 
terested person may contest the validity of 
a will within nine months after its admis- 
sion to probate. This is a shorter period 
than that contained in previous Acts. The 
trial court granted the defendant’s motion 
to dismiss on the ground that the com- 
plaint was not filed within the time limited 
by law and therefore the court had no 
jurisdiction. Conservator appealed con- 
tending the elimination of the clause saving 
to “infants and non compos mentis the 
like period after the removal of their re- 
spective disabilities,” which clause was con- 
tained in prior acts, was unreasonable and 
deprived such persons of the protection of 
the due process clauses under both the 
Federal and the Illinois Constitutions. 


TRUSTS and ESTATES—July 1943 


HELD: The Supreme Court affirmed 
the trial court’s decree. The right to con- 
test a will is not a vested one and prior 
decisions have clearly held such action can 
be regulated only by statute. Under the 
authorities, the legislature has the power 
to fix the time as to contest of wills in 
any manner that it may desire, and the 
shortening of the time within which the 
contest can be brought and the failure to 
provide for an extension of time in behalf 
of minors and incompetents is wholly with- 
in its power. The present act is neither 


unreasonable nor unconstitutional. 


Current Tax Notes 
(Continued from page 88) 


partners consent, in each case to the ex- 
tent of the decedent’s interest. 

Income Tax Cancellation—Decedents. 
No part of the 1942 income tax is for- 
given for persons dying in 1942. This 
tax has to be paid just as.if the “Current 
Tax Payment Act” had not been passed. 
(Sec. 6 (d) (7).) However, for de- 
cedents dying in 1943, the 1942 tax is 
discharged to the same extent as if he 
had lived all of 1948. Since this may 
increase the tax on the decedent’s 1943 
income, the executor in preparnig the 
1943 return should take this possible 
increase into account when figuring the 
tax. Such a return must be filed on or 
before the 15th day of the third calendar 
month following death. If the new forms 
are not available, the executor should 
use the 1942, 1040 Form, prorating the 
personal exemption. A schedule show- 
ing victory tax net income and victory 
tax should also be attached to the re- 
turn. If any increases in tax rates are 
retroactively passed later, amended re- 
turns should be filed accordingly. 

In the case of a person dying in 1943, 
the increase in 1943 tax due to cancella- 
tion of the 1942 tax may be paid in two 
installments on the due date of the re- 
turn and one year thereafter. 

Social Security for Fiduciary. Where 
two or more fiduciaries engage one of 
their number to perform services for the 
estate outside the scope of the fiduciary’s 
official duties, the fiduciary is an em- 
ployee, if the requisite control exists, for 
social security and employment tax pur- 
poses. Em. T. 444 (I. R. B. June 11). 





